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Current  Events 


The  1993  State  Address* 

Mari  Pangestu 


THE  President's  speech  on  16  August 
1993  before  Parliament,  estimated 
that  the  Sixth  Five  Year  Development 
Plan  real  growth  will  be  6  per  cent  per  an- 
num on  average  and  that  of  the  Second 
Long-Term  Development  (SLTD)  stage  will 
be  7  per  cent  on  average.  It  is  not  extraordi- 
nary since  for  the  last  twenty-five  years  Indo- 
nesia's economic  growth  rate  has  reached 
approximately  6  per  cent  on  average. 

However,  people  asked  whether  the  7  per 
cent  growth  rate  was  not  too  high.  The 
reason  is  that  some  conditions,  which  sus- 
tained the  growth  during  the  First  Long- 
Term  Development  stage  will  certainly  not 
re-occur  in  the  Second  Long-Term  Develop- 
ment stage.  The  growth  rate  to  be  achieved 
in  the  Second  Long-Term  Development 
stage  is  quite  a  challenge  as  the  growth 
momentum  must  be  retained  amidst  all  do- 
mestic constraints  as  well  as  uncertainties 
abroad. 

Translated  from  the  originally  Indonesian  version 
titled  "Menyimak  Target  Pertumbuhan",  Tempo  week- 
ly, 4  September  1993. 


The  estimation  that  7  per  cent  growth 
rate  was  too  high  is  related  to  the  assumption 
that  this  figure  is  a  "sacred  figure",  -  that 
growth  will  cause  a  high  inflation  rate.  If  we 
evaluate  revenues  and  growth  sources  from 
the  viewpoint  of  expenditures,  in  order  to 
prevent  the  inflation,  this  growth  has  to  be 
based  on  investments  and  net  export,  rather 
than  on  consumption.  It  implicates  a  macro 
stability  policy  and  a  synchronisation  be- 
tween fiscal  and  monetary  policy.  The  state 
expenditures  including  the  extension  of 
credit,  are  supposed  to  be  productive.  The 
weak  response  of  goods  and  services  supply 
upon  the  rising  demand  has  to  be  overcome, 
so  that  a  situation,  where  the  demand  ex- 
ceeds the  supply,  may  be  avoided. 

On  the  other  hand,  some  people  con- 
sidered the  growth  target  lower  than  that  of 
other  developing  countries  in  the  Asian  re- 
gion. For  example,  between  1989  and  1990 
the  growth  rate  in  Malaysia  stood  at  9.5  per 
cent  on  average,  and  in  Thailand  it  stood  at 
1 1  per  cent.  After  the  two  countries  "cooled 
down"  their  economy,  they  have  kept  their 
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economic  growth  rates  at  8.6  per  cent,  for 
the  last  two  years. 

There  are  some  explanations  why  In- 
donesia needs  various  transformations  of 
economic  aspects.  These  transformations 
will  need  time  and  efforts  before  a  high 
growth  rate  is  achieved. 

First,  the  economic-structure  aspect.  On 
the  part  of  production,  the  agricultural  sec- 
tor and  oil  and  gas  still  include  approximate- 
ly one-third  of  total  production.  Under  nor- 
mal conditions,  the  agricultural  sector  is  able 
to  grow  by  3  per  cent  and  gas-oil  sector  by 
1-2  per  cent.  Hence  the  high  growth  is  based 
on  the  non-oil/ gas  and  non-agricultural  sec- 
tor, i.e.  on  manufacture  and  service  sectors 
which  have  to  grow  by  7.5-8  per  cent  (be- 
tween 1986  and  1992  this  sector  grew  by  8.6 
per  cent). 

The  sector  of  manufacture,  which  has  to 
grow  by  9-10  per  cent,  needs  the  continuance 
of  the  export  incentive  factor,  the  improve- 
ment of  production  capacity  along  with 
realisation  of  investment.  The  sector  of  ser- 
vices, which  contributes  its  substantial  share 
to  total  production  falls  short  of  expectation 
for  the  time  being,  because  of  its  traditional 
character. 

Second,  the  productivity  aspect.  Its 
growth  is  not  only  caused  by  the  improve- 
ment of  factors  of  production,  namely  capi- 
tal and  labour  force  but  also  the  productivity 
improvement  of  the  factor  mentioned  above. 
The  higher  the  growth  of  production,  the 
higher  the  productivity  in  using  the  factors. 
The  heart  of  the  matter  does  not  only  lie  in 
quantity  but  also  in  quality.  The  conclusion 
of  various  studies  is  that  productivity  im- 
provement is  an  important  source  of  growth 
for  developing  countries  especially  in  the 
transitional  phase  to  industrialisation. 


These  studies  also  examine  the  story 
underlying  the  high  productivity  improve- 
ment in  East  Asian  Countries.  Its  answer  is 
found  in  the  role  of  policy.  It  is  this  aspect 
that  has  been  widely  debated,  i.e.  between 
the  explanation  based  on  Japanese  Incor- 
poration policy  (private  sector  development 
with  the  guidance  and  motivation  from  the 
government)  and  the  explanation  based  on 
market-oriented  policy. 

As  a  conclusion,  if  a  certain  sector  gets 
special  treatment  owing  to  the  intervention 
of  the  State,  generally  there  will  be  a  trans- 
parent performance  criterion,  which  is  easily 
applicable  such  as  export-improvement  and 
internationally  fixed  prices.  More  important 
is  that  the  countries,  which  have  been  suc- 
cessful in  improving  productivity  and  in 
achieving  a  high  growth  rate,  owed  their  suc- 
cess to  the  deregulations  and  macro-stability 
policies  in  1980s  rather  than  to  the  interven- 
tion policies  which  they  have  implemented. 

Another  interesting  conclusion  is  about 
the  same  deregulation  policy  and  macro-sta- 
bility; their  impact  on  the  growth  and  dynam- 
ics of  the  economy  that  depends  on  human 
resources,  physical  infrastructures  and  sup- 
porting institutions.  The  impact  of  deregula- 
tion on  productivity  and  growth-improve- 
ment will  be  greater  if  the  incentive  system, 
investments  and  the  institutions  support  it;  if 
the  capacity  of  planning  and  the  implemen- 
tation of  policy,  adequate  human  resources 
and  the  technological  capability,  as  well  as 
the  transparent  and  fair  "rule  of  the  game" 
in  business  are  available. 

It  is  clear  that  implementing  deregula- 
tions only  is  not  enough.  This  is  our  home- 
work and  a  test  case  for  the  government;  will 
government  plans  and  statements,  which  are 
more  or  less  in  the  right  direction,  be  carried 
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out  thoroughly  and  consistently  and  sup- 
ported by  the  needed  apparatus? 

Finally,  it  has  to  be  borne  in  mind  that 
Indonesia  will  face  a  reality  which  is  dif- 
ferent from  that  of  other  countries,  which 
have  succeeded  in  applying  "the  formula" 
of  success.  At  the  time  when  the  new  in- 
dustrialised countries  of  East  Asia  raised 
their  exports,  the  global  market  was  still 
open  and  the  phenomenon  of  protectionism 
was  not  the  same  as  the  one  faced  by  In- 
donesia now.  Indonesia  must  try  to  antici- 
pate and  arrange  a  strategy  to  meet  the 
uncertain  climate  of  trade.  It  has,  among 
others,  to  study  an  optimal  approach  to  meet 
the  increased  appeal  to  non-economic  fac- 
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tors  (such  as  human  rights,  environment, 
labour  rights  and  democracy)  related  market 
access  especially  to  the  developed  countries. 

In  addition,  despite  the  various  predic- 
tions on  expanding  trade  blocs,  the  multi- 
lateral system  under  GATT  will  continue, 
and  "open"  as  well  as  undiscriminative  re- 
gionalism is  expected  to  develop.  No  doubt 
Indonesia  needs  raising  its  export.  We  will 
have  to  abide  by  a  new  rule  of  the  game  if  we 
want  to  participate  in  the  increasingly  open- 
trade  system  not  only  in  the  manufacture 
sector  but  also  in  services,  agriculture  and 
copyrights.  The  keynote  of  the  open  multi- 
lateral system  is  to  be  transparent,  consistent 
and  undiscriminative. 


Positive  Attitude 
Toward  Foreign  Investment* 

Jusuf  Wanandi 


ONE  of  the  earliest  economic  policy 
initiatives  taken  by  the  New  Order 
iof  Indonesia  under  President  Soe- 
harto  was  the  adoption  in  1967  of  a  new  Law 
on  Foreign  Direct  Investment  (FDI)  which 
reversed  the  hostile  policy  adhered  to  during 


♦Paper  presented  at  the  26th  Annual  International 
General  Meeting  of  the  Pacific  Basin  Economic  Council 
(PBEQ,  held  in  Seoul,  22-26  May  1993. 


the  last  seven  years  of  Soekarno's  presiden- 
cy. The  1967  Law  remains  in  force  until  to- 
day. The  various  policy  adjustments  in- 
troduced over  the  last  26  years  were  guided 
by  the  same  basic  policy  direction,  namely  a 
favourable  stance  on  foreign  investment. 

The  need  to  accelerate  development,  on 
the  one  hand,  and  the  constraints  which  are 
inherent  in  early  industrialisation,  on  the 
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other,  have  necessitated  the  deployment  of 
foreign  resources.  Both  debt  and  equity 
capitals  have  been  extensively  used  by  Indo- 
nesia, even  during  the  period  of  1973-1981 
when  the  country  was  enjoying  a  relatively  . 
good  resource  position  due  to  the  oil  boom. 
In  other  words,  there  is  more  than  prag- 
matism to  Indonesia's  FDI  policy.  First  of 
all,  FDI  is  deemed  important  as  a  component 
of  capital  formation.  It  accounted  for  4.6 
per  cent  of  total  capital  formation  in  1971- 
1975  and  2.3  per  cent  in  1986-1989.  The 
stock  of  foreign  direct  investment  in  Indone- 
sia was  as  high  as  9.3  per  cent  of  gross 
domestic  product  (GDP)  in  1989  with  the 
highest  ratio  of  33  per  cent  being  observed  in 
manufacturing.  Second,  FDI  is  important 
from  the  perpective  of  balance  of  payments. 
With  the  financing  need  or  the  combined 
amount  of  current  account  deficit  and  debt 
repayment  rising  to  over  $9  billions  every 
year  in  the  rest  of  the  1990s  an  increase  in  the 
inflow  of  foreign  direct  investment  will  con- 
tinue to  be  very  much  needed.  Recognising 
the  toughening  competition  for  Official  De- 
velopment Assistance  (ODA),  and  the  tre- 
mendous challenge  of  increased  capitalisa- 
tion faced  by  financial  institutions  in  the  de- 
veloped countries,  inflow  of  equity  capital, 
notably  FDI,  will  be  attached  a  greater  im- 
portance in  the  coming  years. 

In  the  past,  FDI  was  seen  with  harsh  crit- 
icism as  far  as  its  contribution  to  technology 
transfer  is  concerned.  Its  presence  in  a  de- 
veloping country  was  said  to  have  been  as- 
sociated with  its  own  interest  of  preventing 
its  competence  from  being  stolen  by  others, 
securing  access  to  raw  materials  and  local 
market,  exploiting  cheap  labour,  and  milk- 
ing benefits  from  industry(ies)  which  have 
passed  the  stage  of  maturity  in  its  home 
country.  Such  a  self-interest  is  undoubtedly 
in  the  nature  of  FDI.  Yet,  Indonesian  view 
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on  FDI  in  the  1980  has  changed  a  great  deal 
compared  to  what  it  was  in  the  1970s. 

Policy  makers,  observers  and  parliamen- 
tarians in  Indonesia  are  aware  of  the  drama- 
tic changes  in  the  global  economy  which  in 
the  meantime  have  given  rise  to  hybrid  FDI. 
Advances  in  information  technology,  tele- 
communication, and  transportation  and 
simultaneous  opening  all  over  the  globe  have 
transformed  FDI  in  a  number  of  ways. 
Multinational  or  global  corporations  have 
engaged  in  a  relentless  race  for  competitive- 
ness. Gone  were  the  days  when  a  developing 
country  was  put  at  the  mercy  of  a  single 
multinational. 

Given  the  present  nature  of  global  com- 
petition, willingness  and  ability  to  act  locally 
are  increasingly  seen  as  a  critical  factor  of 
success  for  any  multinational.  Partnership 
rather  than  control  has  become  the  domi- 
nant pattern  of  FDI.  Multinationals  are  now 
much  more  appreciative  of  joint  venture  as 
an  entry  mode  in  contrast  to  a  full  ownership 
control.  Rather  than  bringing  over  a  large 
number  of  home  staffs,  they  increasingly  re- 
ly on  local  staffs  who  are  trained  prior  to 
operation. 

Interest  of  a  multinational  in  doing  every- 
thing alone  has  also  weakened.  Unpackaging 
production  in  such  a  way  as  to  maximise  the 
degree  of  specialisation  between  plants  in 
different  locations  has  become  a  rule,  giving 
rise  to  what  one  may  call  production  inter- 
dependence. To  make  such  a  specialisation  a 
success,  the  sharing  of  competences  becomes 
an  imperative.  Technology  transfer  across 
national  boundaries  in  the  widest  sense  of 
the  word  is  no  longer  a  matter  of  goodwill.  It 
is  a  condition  for  success  in  global  competi- 
tion. 
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FDI  and  the  production  interdependence 
that  it  creates  have  brought  about  important 
changes  in  global  trade.  Trade  in  com- 
ponents has  strongly  gained  in  importance  at 
the  cost  of  trade  in  unprocessed  raw  mate- 
rials and  finished  goods.  More  and  more 
trade  is  connected  to  FDI.  The  total  procure- 
ment of  transnational  corporations  is  cur- 
rently in  the  order  of  $4  trillions.  What  is 
more,  a  developing  country  like  Indonesia 
can  make  use  of  FDI  as  a  pioneer  in  establis- 
ing  access  to  international  markets,  be  it  fac- 
tor or  goods  market.  Given  the  more  diversi- 
fied benefits  associated  with  FDI,  the  gov- 
ernment of  Indonesia  has  initiated  a  number 
of  policy  adjustments  with  a  view  to  stimu- 
lating a  greater  inflow  with  a  more  diversi- 
fied sectoral  coverage. 


Phases  in  Indonesia's  Policy  on  FDI 

Originally,  FDI  in  Indonesia  was  primari- 
ly meant  either  as  a  pioneer  of  import  sub- 
stitution in  manufacturing  or  a  key  actor  in 
the  extraction  of  mineral  resources  which  re- 
quire the  commitment  of  large  capital  and 
are  subjected  to  a  high  risk  of  failure.  FDI 
projects  entering  Indonesia  in  the  first  20 
years  of  the  New  Order  were  concentrated  in 
these  two  areas.  Operating  under  the  scheme 
of  Production  Sharing  Contracts  foreign 
companies  have  in  fact  always  been  the 
dominant  player  in  the  oil  and  gas  sector. 

Like  many  other  developing  countries 
which  aspire  to  industrialise  on  the  basis  of 
import  substitution  Indonesia  had  relied  on 
a  basically  restrictive  policy  to  promote  the 
growth  of  manufacturing.  Entry  to  a  large 
number  of  industries  was  controlled  through 
an  Investment  Priority  List  and  capacity 
licencing  with  the  purpose  of  enabling  ex- 
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isting  participants  to  enjoy  an  economically 
viable  level  of  production.  Industries  in 
which  economies  of  scale  are  crucial  such  as 
fertiliser  and  cement  were  hardly  of  interest 
to  the  private  sector.  It  was  state  enterprises 
which  pioneered  this  type  of  industries  in  In- 
donesia. The  usual  performance  require- 
ments were  imposed  on  FDI.  Joint  venture 
was  compulsory  for  any  foreign  investment 
with  local  partner(s)  controlling  at  least  51 
per  cent  of  the  shares.  Progressive  increase 
of  local  content  was  mandatory  in  some  in- 
dustries. In  some  cases,  deletion  of  imported 
components  was  scheduled  ex-ante.  Policy 
on  expatriates  was  also  restrictive.  What  is 
unique  to  Indonesia  is  the  fully  free  ex- 
change system.  As  of  1971  no  restriction  is 
imposed  on  capital  transactions,  though  a 
fixed  exchange  rate  system  was  maintained 
until  1978  with  the  obvious  distortion  in  the 
form  of  a  chronically  overvalued  currency. 

To  some  extent,  revenues  from  oil  and 
gas,  timber  and  external  borrowing  of  the 
government  were  facilitative  of  import  sub- 
stitution in  Indonesia.  However,  even  the 
generous  inflow  of  resources  was  not  suffi- 
cient to  provide  a  solid  ground  for  import 
substitution.  A  highly  restrictive  policy  on 
import  was  for  a  long  time  among  the  major 
features  of  development  policy  of  Indonesia. 
A  very  complex  system  of  import  licencing 
and  a  very  high  level  of  import  duties  re- 
sulted in  a  very  high  protection  rate  against 
import. 

Producers  have  no  interest  in  export- 
oriented  manufacturing  in  an  environment 
similar  to  the  one  prevailing  in  Indonesia  for 
nearly  20  years  since  the  adoption  of  the  Law 
on  FDI.  The  growth  of  locally-oriented  FDI 
was  also  tightly  constrained  by  the  limited 
domestic  market.  Therefore,  it  came  as  no 
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surprise  that  the  size  of  FDI  in  Indonesia  was 
consistently  smaller  than  in  the  neighbouring 
countries  of  ASEAN. 

A  dramatic  change  occurred  in  the  early 
1980s.  Oil  price  plunged  and  so  did  the  prices 
of  many  other  primary  commodities.  The  In- 
donesian economy  was  hit  in  a  number  of 
ways.  Government  finance  was  threatened 
by  an  unsustainable  deficit.  Export  revenue 
dwindled.  The  old  policy  of  import  substi- 
tution ran  out  of  fuel.  A  policy  re-orienta- 
tion became  a  matter  of  economic  survival. 
Starting  in  1983,  package  over  package  of 
policy  adjustment  has  been  announced 
which  currently  make  up  the  building  block 
of  Indonesia's  policy  on  FDI. 

Restrictions  on  entry  to  business  have 
been  relaxed  to  a  very  large  extent.  The  Ne- 
gative List  was  cut  heavily  and  is  basically 
confined  to  non-commercial  industries  such 
as  arms  production,  though  it  still  covers  the 
retailing  sector.  Liberalisation  of  entry  also 
occurs  as  a  by  product  of  the  tight  resource 
constraints  faced  by  the  government.  Busi- 
ness lines  such  as  toll  road,  air  transporta- 
tion, ports,  electricity  generation  and  tele- 
communication which  used  to  be  monopo- 
lised by  state  enterprise  have  been  market- 
ised.  Private  investors,  including  foreigners, 
can  now  enter  these  businesses  through  BOT 
(Build,  Operate,  Transfer)  and  other 
schemes.  Some  state  enterprises  have  been 
privatised  either  through  a  public  flotation 
of  shares  or  through  the  transfer  of  owner- 
ship to  a  private  company.  In  short,  the 
freedom  to  choose  areas  of  investment  has 
been  re-established  to  a  very  large  extent. 

Local  majority  holding  in  a  joint  venture 
was  waved.  Foreigners  can  now  own  the  ma- 
jority of  shares  in  a  new  joint  venture, 


though  they  are  required  to  divest  in  favour 
of  local  partners  after  a  certain  period  of 
commercial  operation.  Investors  who  choose 
Batam  Islands  as  location  are  even  allowed 
to  operate  without  local  partner  for  the  first 
five  years  of  operation.  Subsequently,  a 
symbolic  local  equity  of  5  per  cent  is  re- 
quired. However,  Batam  is  basically  de- 
signed as  a  location  for  high-tech  industries. 

For  a  very  strong  reason  regulation  on 
local  content  is  now  much  softer  than  it  was 
prior  to  1986.  Producers  who  export  at  least 
65  per  cent  of  their  production  are  granted  a 
duty  exemption  for  imported  intermediate 
products.  They  are  allowed  to  import  direct- 
ly rather  than  using  the  services  of  middle- 
men, thanks  to  the  liberalisation  of  the  im- 
port licencing  system.  With  the  opportunity 
to  procure  intermediate  products  at  interna- 
tional prices  Indonesian  producers  can  now 
compete  internationally  with  less  handicap. 
Finally,  employers  now  enjoy  a  greater  flexi- 
bility in  hiring  expatriates. 

There  are  many  other  policies  which  in- 
directly affect  the  inflow  and  structure  of 
FDI  to  Indonesia.  Mention  was  already 
made  of  the  full  freedom  enjoyed  by  in- 
vestors in  Indonesia  in  respect  of  transborder 
flows  of  capital.  Access  to  local  financial 
market  is  also  open  to  FDI.  Joint  ventures 
were  among  the  first  to  tap  the  Jakarta  Stock 
Exchange.  However,  the  local  financial 
market  is  small  by  international  standard. 
Real  interest  rates  are  high  and  are  expected 
to  stay  high  for  the  rest  of  the  1990s  given 
the  resource  gap  facing  the  economy.  On  the 
other  hand,  Indonesia  has  had  a  long  ex- 
perience in  maintaining  a  stable  relationship 
between  workers  and  employers.  Low  wages 
and  virtually  non-existant  strike  compensate 
to  some  extent  the  high  costs  arising  in  other 
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parts  of  the  value  chain.  While  the  need  is  in- 
creasingly felt  domestically  to  promote  and 
protect  labour  rights  the  transition  is  ex- 
pected to  occur  without  major  disturbances. 
The  same  can  be  said  about  environmental 
conservation.  Admittedly,  Indonesia  is  being 
closely  watched  internationally  for  reasons 
related  to  deforestation.  However,  forestry 
and  wood  processing  account  for  only  a 
negligible  fraction  of  FDI  in  Indonesia.  En- 
vironmental issues  are  of  much  immediate 
relevance  to  chemical  and  pharmaceutical  as 
a  group  and  basic  metals  and  metal  products 
as  another  group  which  rank  first  and  sec- 
ond respectively  in  terms  of  FDI  commit- 
ment in  Indonesia. 


The  Recent  Investment  Boom  and 
Selected  Issues  of  Business  Develop- 
ment 

During  the  period  of  import  substitution 
of  the  1970s  and  the  first  half  of  the  1980s 
Indonesia  enjoyed  only  a  modest  inflow  of 
FDI.  However,  the  investment  policy  reform 
together  with  adjustments  in  other  policy 
branches  have  resulted  in  a  strong  increase 
after  a  relatively  short  time  lag.  Admittedly, 
Indonesia  continues  to  lag  behind  China, 
Singapore,  Thailand  and  Malaysia  in  terms 
of  actual  inflow  of  FDI  in  the  second  half  of 
the  1980s.  Nevertheless,  the  upward  trend 
has  been  very  clear  with  the  actual  inflow 
rising  from  $385  million  in  1985  to  $1,093 
million  and  $1,482  million  in  1990  and 
1991  respectively.  Preliminary  data  suggest 
that  FDI  inflow  can  increase  to  over  $2 
billion  in  1992.  On  approval  basis  the  in- 
crease is  much  more  impressive.  FDI  com1 
mitment  in  1987  was  less  than  $1.5  billion 


but  rose  continuously  to  over  $10  billion  in 
1992.  Even  if  realisation  usually  falls  far 
short  of  approval,  the  recent  trend  of  FDI 
commitment  provides  a  strong  reason  to  ex- 
pect a  further  increase  in  FDI  inflow  to  In- 
donesia in  the  next  few  years. 

FDI  in  Indonesia  is  widely  spread  over  a 
large  number  of  sectors.  Generally  speaking, 
FDI  tends  to  concentrate  on  resource- based 
industries  and  unskilled  labour  intensive  in- 
dustries. Chemical  and  pharmaceutical  as  a 
group  and  basic  metals  and  metal  products 
as  another  group  are  the  leading  sectors. 
However,  investment  commitment  in  hous- 
ing and  offices,  hotels,  paper  and  textiles  is 
not  far  below  the  commitment  in  the  two 
leading  sectors.  Seen  from  the  origin  of  in- 
vestors, Asia  has  further  gained  momentum 
relative  to  Europe  and  the  United  States.  In 
addition  to  Japan  and  Hong  Kong  as  the 
traditional  leaders  of  FDI  in  Indonesia, 
Taiwan,  South  Korea  and  Singapore  have 
been  catching  up.  In  due  course  of  time  this 
changing  pattern  of  FDI  is  bound  to  be  felt 
in  other  areas,  notably  in  intra-Asian  trade. 

The  strong  increase  in  FDI  activities  in 
Indonesia  in  recent  years  has  been  aided  to 
some  extent  by  a  favourable  international 
environment.  Attempts  on  the  side  of  the 
United  States  and  the  EC  to  manage  import 
through  antidumping  and  countervailing 
have  not  prevented  import  of  these  two  ma- 
jor economies  from  rising.  Rapid  growth, 
mounting  current  account  surplus  and  cur- 
rency appreciation  in  Japan  and  the  Asian 
NIEs  forced  many  companies  to  relocate 
their  investment  to  other  parts  of  the  world, 
including  Indonesia.  Interestingly,  more  and 
more  of  the  new  FDI  projects  in  Indonesia 
are  export-oriented,  and  fit  very  well  to  the 
policy  priorities  of  Indonesia. 
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Investment  policy  adjustments  and  fa- 
vourable international  environment  cannot 
explain  exhaustively  the  phenomenal  growth 
of  FDI  in  Indonesia  in  recent  years.  The  ex- 
istence of  an  increasingly  sophisticated  com- 
munity of  local  businessmen  have  also  played 
an  important  role  in  this  process  of  rising 
FDI.  As  was  discussed  earlier,  foreign  in- 
vestors' behaviour  has  changed  in  many 
ways  because  of  the  necessity  to  be  as  close 
as  possible  to  any  market  anywhere  in  the 
growing  parts  of  the  world.  Partnership  with 
local  businessmen  has  become  a  necessity 
rather  than  a  symbolic  compliance  to  legal 
requirements.  The  following  is  a  brief  dis- 
cussion of  how  business  has  developed  in  In- 
donesia in  the  post-reform  period. 

The  number  of  business  establishment  in 
Indonesia  has  greatly  increased  in  recent 
years  across  a  wide  range  of  sectors.  Many 
business  groups  have  acquired  the  capabili- 
ties to  deal  with  large  or  very  large  projects, 
particularly  in  resource-based  industries. 
More  recently,  many  of  them  have  entered 
the  business  of  infrastructure  such  as  electri- 
city generation,  toll  road,  and  telecommuni- 
cation with  or  without  foreign  partners.  The 
speed  at  which  they  grasp  business  opportu- 
nities is  astonishingly  high.  Each  of  the  large 
business  groups  has  a  business  portfolio 
which  is  more  extensive  than  that  of  a  typical 
Japanese  keiretsu.  Banking,  trading,  agro- 
business, property,  and  more  than  one 
manufacturing  industries  are  usually  found 
in  the  business  portfolio  of  a  large  Indone- 
sian business  group.  Some  groups  have  been 
internationalised  through  a  variety  of  ways. 
To  establish  a  foothold  in  major  markets 
overseas  some  have  in  fact  engaged  in  FDI 
abroad,  usually  through  the  acquisition  of 
existing  distribution  channel.  The  booming 
Chinese  economy  has  also  attracted  a 


number  of  Indonesian  investors,  making  the 
Asian  links  of  investment  increasingly  com- 
plex. 

Most  businesses  in  Indonesia  can  be  clas- 
sified as  family  business.  Family  members  of 
majority  owner  play  a  dominant  role  in  the 
making  of  strategic  decisions.  The  dominant 
style  of  business  communication  is  informal. 
This  close  culture  is  also  observable  in  state 
enterprises  which  until  today  still  dominate 
the  financial  services,  energy  sector,  tele- 
communication equipment  and  services,  air 
transportation,  fertiliser  and  even  planta- 
tion. However,  a  kind  of  cultural  transfor- 
mation has  been  taking  place  in  many  busi- 
ness groups.  Ambition  to  grow  rapidly  has 
forced  many  of  them  to  tap  the  emerging 
stock  market  as  a  source  of  long-term  funds 
to  supplement  bank  credits  which  are  used 
generously  by  all  large  business  groups.  A 
plan  was  in  fact  recently  unveiled  to  let  good 
performing  state  enterprises  go  international 
for  the  purpose  of  generating  risk  capital.  By 
necessity,  disclosure,  accountability  and  pro- 
fessional management  were  promoted. 
Given  the  rapid  growth  and  changing  culture 
of  local  business  foreign  investors  have  a 
wider  choice  while  looking  for  Indonesian 
partner(s). 

Rapid  growth  is  always  associated  with 
different  kinds  of  costs.  When  business  was 
booming  in  1989  and  1990  bottlenecks  in 
electricity,  telecommunication  and  human 
resources  development  emerged.  Prices  rose 
steeply,  and  Jakarta  is  rapidly  catching  up 
with  other  Asian  cities  in  terms  of  cost  of 
living  for  an  executive.  Salary  soared  at  the 
executive  level.  It  was  only  after  the  bitter 
experience  of  cross  hijacking  that  the  busi- 
ness community  really  discovered  the  merits 
of  investing  a  substantial  amount  of  re- 
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sources  in  employees'  education  and  train- 
ing. This  growing  need  for  education  and 
training  induced  a  rapid  expansion  of  train- 
ing institutions  and  consultancy  firms  with  a 
wide  range  of  services. 

Legal  system  is  another  area  in  which  a 
rapid  progress  is  very  much  needed."  Weak 
enforcement  is  only  one  side  of  this  story. 
The  breaking  of  government  monopoly  in 
many  businesses  related  to  infrastructure  can 
only  lead  to  the  desired  success,  if  private 
sector's  participation  in  these  businesses  is 
adequately  protected  by  the  law.  With  the  in- 
troduction of  new  products,  processes  and 
services  some  of  which  are  completely  new, 
and  the  need  to  address  more  seriously  new 
issues  such  as  environmental  protection, 
amendmends  of  existing  laws  and  enactment 
of  new  ones  become  necessary.  These  issues 
of  legal  infrastructure  are  being  given  a 
greater  attention  in  Indonesia's  political 
agenda.  In  fact,  progress  has  been  made  in 
some  areas  such  as  laws  on  intellectual  pro- 
perty rights,  agreements  on  investment  pro- 
motion and  protection  and  avoidance  of 
double  taxation. 


Prospect  for  Future  Growth 

Indonesia  has  just  adopted  new  broad 
guidelines  of  development  policy  for  1993- 
1998  with  a  clear  message  of  continuity.  The 
fifth  re-election  of  President  Soeharto  was 
unanimous  who  in  turn  has  formed  his  sixth 
cabinet  with  a  number  of  important  changes 
of  personnel  compared  to  the  previous 
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cabinet.  These  changes  in  personnel  have  led 
to  a  controversial  discussion  about  the 
future  policy  direction  Indonesia  is  going  to 
follow.  Some  observers  see  these  changes  as 
a  sign  of  an  abrupt  policy  shift  in  favour  of 
high-tech  industries.  Worries  have  been  ex- 
pressed about  the  possibility  of  the  govern- 
ment resorting  to  industrial  targeting  with  its 
important  implications  upon  the  future  of 
deregulation  and  macroeconomic  balance. 
However,  this  anticipation  of  a  dramatic 
policy  shift  is  based  on  a  shaky  ground.  For 
a  number  of  compelling  reasons  investors 
can  expect  to  enjoy  a  policy  continuity  in  the 
coming  five  years. 

The  policy  of  deregulation  of  the  past 
seven  years  or  so  has  proved  to  be  a  success 
as  reflected  in  the  strengthened  growth  per- 
formance, widened  diversification,  increased 
private  investment  and  saving,  and  increased 
market  shares  in  international  trade  in  a 
growing  number  of  labour-intensive  pro- 
ducts. Such  a  success  speaks  for  itself.  In 
fact,  the  new  cabinet  is  currently  finalising  a 
package  of  investment  policy  deregulation 
which  is  expected  to  be  announced  before 
the  next  annual  meeting  of  the  consortium  of 
Indonesian  creditors,  CGI  (Consultative 
Group  on  Indonesia).  Assuming  a  policy 
continuity,  most  observers  of  the  Indonesian 
economy  are  upbeat  about  the  future. 
Growth  is  expected  to  show  a  slight  accelera- 
tion to  around  6-7  per  cent  a  year  for  the  rest 
of  the  1990s  with  a  greater  fraction  of  it 
originating  in  manufacturing  and  selected 
services  such  as  tourism  and  a  diverse  types 
if  business  services.  Both  local  and  foreign 
investors  have  a  good  chance  to  benefit  from 
such  a  development. 
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Indonesia,  Asia  Pacific,  and 
the  New  World  Order 

J.B.  Sumarlin 


CURRENTLY  the  world's  political 
system  is  being  fundamentally  re- 
defined and  the  world's  economy  is 
undergoing  rapid  transformation;  and  the 
geographical  focus  of  our  topic  —  Asia  and 
the  Pacific  —  is  the  arena  in  which  the  most 
dynamic,  economic  developments  are  taking 
place.  The  economies  of  the  Pacific  Rim  in- 
clude not  only  the  world's  two  economic 
super  powers  —  Japan  and  the  United 
States  —  and  the  world's  most  rapidly  grow- 
ing economies,  the  Asian  NICs,  but  also  the 
world's  potentially  largest  economy,  itself 
recently  showing  strong  dynamism,  the 
People's  Republic  of  China.  Indeed,  the  test 
of  how  well  the  issues  implicit  in  the  topic  of 
"Indonesia,  Asia  and  the  New  World 
Order"  are  dealt  with  will  be  our  effec- 
tiveness in  correctly  understanding  the 
nature  and  impact  of  China's  economic  per- 
formance in  the  near  and  medium  term,  and 
adjusting  to  those  developments. 

The  idea  that  a  "New  World  Order"  is 
emerging  is  only  a  few  years  old.  Yet  even  as 
we  try  to  discern  its  shape  events  of  signal 
importance  are  proceeding  apace.  Winds  of 
change  have  affected  our  Asian  neighbours. 
China  has  embarked  upon  economic  reform. 
Vietnam  is  beginning  to  open  its  economy 
and  is  seeking  a  new  place  in  the  interna- 

Adapted  from  the  Keynote  Address  by  Professor 
Dr.  J.B.  Sumarlin,  Chairman  of  the  Board  of  Advisers 
of  Indonesia  Forum,  Bali,  8-9  August  1993. 


tional  community.  The  recent  elections  in 
Cambodia  offer  hope  that  the  country,  too, 
may  now  begin  to  institute  policies  aimed  at 
economic  development. 

The  world  continues  to  witness  momen- 
tous change  in  the  aftermath  of  the  collapse 
of  the  former  Soviet  Union  and  the  emer- 
gence of  the  newly  independent  states.  The 
end  of  the  Cold  War,  so  much  anticipated, 
has  led  to  a  process  marked  by  very  mixed 
blessings.  A  potential  for  shifting  resources 
from  military  expenditure  to  developmental 
purposes  has  clearly  been  created.  Yet  many 
regional  arms  races  seem  to  be  getting  hot- 
ter. 

A  divided  Germany  has  reemerged  as  a 
single  state  with  tremendous  economic  and 
political  potential.  Yet  the  mobilisation  of 
the  resources  necessary  to  rebuild  an  inte- 
grated nation  has  proven  more  challenging 
than  previously  thought.  The  consequence 
has  been  a  diversion  of  German  interests  and 
resources  from  the  international  arena  to  the 
domestic  scene.  Indeed,  in  the  last  fortnight 
we  have  witnessed  how  the  dramatic  tug-of- 
war  between  international  and  domestic  con- 
cerns in  German  policy  making  are  threaten- 
ing to  tear  the  ERM  system  apart. 

Paradoxically,  living  in  a  bi-polar  world, 
one  dominated  by  the  conflict  between  the 
West  and  its  allies  and  the  Soviet  Union  and 
its  allies,  may  have  been  a  more  stable  situa- 


378  . 

tion  than  that  which  confronts  us  today.  The 
end  of  the  Cold  War  has  complicated,  rather 
than  simplified,  international  relations.  The 
possible  global  nuclear  conflict  provided  an 
incentive  to  nations  to  seek  compromise  on 
economic  and  political  issues.  With  the 
threat  of  global  nuclear  conflict  reduced, 
economic  and  political  conflicts,  involving 
trade,  access  to  capital,  the  protection  of  the 
environment,  migration,  and  ethnic  con- 
flicts, are  all  issues  that  have  now  come  to 
the  fore.  These  issues  are  not  new  and  have 
troubled  international  relations  in  the  past. 
But  even  if  not  resolved,  they  were  at  least 
temporarily  accommodated  by  the  need  to 
present  a  united  front  against  a  perceived 
global  threat.  Today,  however,  the  intensity 
and  extent  of  ethnic  violence  is  particularly 
disquieting,  lending  credence  to  the  fear  re- 
cently expressed  by  Professor  Huntington 
that  we  may  be  entering  a  phase  character- 
ised by  "the  clash  of  civilisations". 

In  parallel  with  the  changing  world  agen- 
da is  the  emergence  of  a  group  of  rapidly 
growing  nations  that  is  propelling  a  shift  of 
economic  focus  from  Europe  and  the  United 
States  to  Asia  and  Latin  America.  Recently, 
the  IMF  calculated  that  on  the  basis  of  "pur- 
chasing power  parity' '  exchange  rates,  devel- 
oping Asia  contributes  nearly  18  per  cent  to 
world  output  and  all  developing  countries 
together  some  34  per  cent.  In  contrast,  the 
contribution  of  the  industrial  countries  is 
around  half,  rather  than  the  three-quarters 
previously  thought.  In  growth  terms,  the  in- 
crease in  dollar  output  of  the  developing 
world  in  1992  exceeded  the  combined  output 
of  North  America,  the  European  Communi- 
ty and  Japan  —  a  trend  that  is  likely  to  con- 
tinue for  at  least  the  next  few  years. 

The  developing  world,  especially  coun- 
tries in  Asia  and  Latin  America  has  become 


THE  INDONESIAN  QUARTERLY,  XXI/4 

the  mini-locomotive  for  the  global  economy. 
At  a  time  when  the  developed  world  is  facing 
high  unemployment  and  largely  stagnant 
economies,  the  countries  of  Asia  and  the 
Pacific  Rim  are  exhibiting  strong  rates  of 
growth  and  a  capacity  to  create  jobs.  These 
shifts  in  global  economic  power  can  be  ex- 
pected to  become  even  more  pronounced  as 
we  approach  the  end  of  the  20th  century. 

These  two  broad  trends  —  the  increasing- 
ly difficult  environment  for  international  re- 
lations and  the  growing  economic  powers  of 
a  number  of  developing  nations,  especially 
those  of  Asia  and  the  Pacific  Rim  ~  provide 
the  basic  backdrop  against  which  one  must 
consider  the  impact  of  the  new  world  order. 

How  will  the  countries  of  Asia  and  the 
Pacific  Rim,  and  especially  Indonesia,  res- 
pond to  these  trends?  How  will  the  tradi- 
tional economic  leaders  of  the  world  react  to 
the  challenges  created  by  the  emergence  of  a 
multiplicity  of  growth  poles,  all  of  which 
have  a  legitimate  claim  on  resources  and 
market  access?  Questions  such  as  these  give 
rise  to  numerous  issues  which  will  have  to  be 
addressed  as  the  world  moves  from  bi-polar- 
ism  to  an  age  of  multi-polarism.  Let  me 
briefly  touch  on  three  that  I  consider  to  be  of 
particular  significance. 

First  is  the  issue  of  international  trade. 
Indonesia  has  worked  hard  over  the  past 
twenty-five  years  to  transform  an  economy 
characterised  by  stagnation  and  substantial 
poverty  to  one  enjoying  relatively  high 
growth  and  significant  improvement  in  the 
welfare  of  our  people.  Like  many  countries 
in  Asia,  we  have  shifted  towards  market- 
oriented  policies,  opened  our  economy  to 
global  competitive  winds  and  substantially 
unleashed  the  economic  potential  of  our  na- 
tion. 
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But  there  is  still  a  long  road  ahead.  Some 
fifteen  per  cent  of  our  people  still  live  below 
the  poverty  line;  our  productive  capacity  is 
not  as  strong  as  we  would  wish;  and  we  need 
to  strengthen  our  ability  to  compete  in  world 
markets  -  not  just  in  terms  of  increasing  ex- 
ports, but  also  to  attract  the  capital  and 
technological  skills  needed  in  the  21st  cen- 
tury. 

The  development  experience  of  the  grow- 
ing Asian  economies  clearly  demonstrates 
that  full  participation  in  the  global  trading 
system  is  a  necessary  condition  for  further 
rapid  growth.  Open  world  trade  is  vital  to 
Indonesia  and,  frankly,  to  the  economic 
welfare  of  us  all.  The  lessons  of  the  past 
-  for  developing  and  industrialised  countries 
alike  ~  are  clear:  no  nation  can  prosper  amid 
economic  isolation  or  hostile  trading  blocs. 

It  is  therefore  discouraging  that  progress 
on  removing  global  trade  barriers  has 
markedly  slowed  in  recent  years.  Despite  the 
prescriptions  of  GATT,  restrictions  on  many 
products  of  vital  importance  to  developing 
countries  remain  in  place  and  indeed  their 
impact  has  risen  in  recent  years.  Many  de- 
veloping nations  have  lowered  tariffs,  re- 
duced non-tariff  barriers  and  reformed  their 
trade  regimes  only  to  see  industrialised  coun- 
tries increasingly  trying  to  protect  their  in- 
dustries against  so-called  "unfair"  trade. 

Admittedly,  the  process  of  economic  re- 
structuring is  dificult  and  painful  ~  for  in- 
dustrial nations  as  well  as  developing  coun- 
tries. Yet  unless  we  face  up  to  these  costs, 
total  world  welfare  will  be  reduced.  The  eco- 
nomics of  international  trade  are  not  a  zero 
sum  ^amc.  Only  by  getting  the  world  eco- 
nomy growing  again  -  especially  through  the 
removal  of  trade  barriers  ~  can  all  the  coun- 
tries of  the  world  have  a  chance  to  enjoy  a 
better  life. 


It  is  important  for  Indonesia  and  for  all 
countries  of  Asia  and  the  Pacific  Rim  that 
the  political  strength  be  found  to  success- 
fully conclude  the  current  GATT  negotia- 
tions. Put  another  way,  the  new  world  order 
will  have  little  meaning  if  it  cannot  generate 
the  political  will  to  resolve  the  trade  conflicts 
that  are  on  the  global  agenda;  and  ensure 
that  open  and  fair  trade  will  be  the  dominant 
theme  of  multilateral  relations. 

In  arguing  the  case  for  multilateral  trade, 
we  cannot  ignore  an  important  reality  of 
present-day  economic  life:  economic  region- 
alism is  clearly  on  the  increase,  and  there  is 
little  prospect  that  this  trend  will  reverse  in 
the  near  term.  Regional  trading  regimes  have 
achieved  a  greater  scale  than  many  realise.  If 
intra-European  trade  is  included,  almost  50 
per  cent  of  world  trade  in  manufactures  is 
within  existing  or  proposed  regional  trade 
agreements.  In  a  virtuous  scenario,  non- 
hostile  regional  trading  arrangements  can 
provide  a  beneficial  route  to  helping  achieve 
the  wider  goal  of  greater  multilateral  trade, 
supporting  growth  among  all  nations. 

The  emergence  of  these  trading  blocs  has 
elevated  the  importance  of  APEC  (Asia  Pa- 
cific Economic  Cooperation)  as  a  forum  or 
mechanism  for  consultations  among  mem- 
bers of  the  wider  Asia  Pacific  region.  APEC, 
which  has  come  into  being  less  than  four 
years  ago,  embraces  the  principle  of  "open 
regionalism".  This  implies  non- discrimina- 
tory cooperation  schemes  in  promoting 
outward-looking  cooperation  in  the  Asia 
Pacific  region.  APEC  members  account  for 
more  than  half  of  global  production,  and  its 
leadership  in  promoting  open  regionalism 
could  only  be  useful  to  the  strengthening  of 
the  global,  multilateral  trading  system. 

Indonesia  will  become  the  chair  of  APEC 
in  1994.  Together  with  other  APEC  mem- 
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bers  Indonesia  could  usefully  examine  the 
direction  in  which  APEC  agenda  should 
evolve.  It  is  clear  that  APEC's  agenda 
should  focus  on  measures  that  would  further 
facilitate  market-driven  integration  that  is 
taking  place  in  the  Asia  Pacific  region. 
Measures  to  reduce  transaction  costs  and 
eliminate  impediments  to  regional  trade  and 
investment  could  include  the  formulation  of 
non-binding  guiding  principles  on  foreign 
direct  investment,  improvement  of  regional 
infrastructures  as  well  as  harmonisation  of  a 
wide  range  of  standards. 

However,  it  must  be  recognised  that  eco- 
nomic regionalism  raises  the  spectre  of  pro- 
tectionism, and,  in  a  worst  case  scenario,  a 
gradual  descent  into  autarky.  Therefore, 
economists,  policy  makers  and  business 
leaders  must  all  engage  in  the  efforts  to 
enhance  the  trade  creating  potentials  of  re- 
gional groupings,  while  minimising  their 
trade  diverting  impact.  We  are  all  seeking  to 
devise  arrangements  that  make  the  most 
comfortable  fit  between  outward  looking 
trading  blocs  and  a  revitalised  GATT  frame- 
work. 

That  is  a  challenging  task.  But  I  think  we 
also  need  to  be  on  our  guard  against  another 
potential  danger  -  so  far  little  discussed  ~ 
that  could  arise  from  economic  regionalism 
gone  wrong.  This  is  the  non-economic, 
political  implication  of  economic  regional- 
ism in  its  potential  for  emphasising  the  "us" 
and  "them"  mentality  in  international 
power  relationships,  reenforcing  the  forces 
of  fragmentation  at  the  expense  of  the  fac- 
tors working  towards  integration  in  the 
world  community  today. 

The  second  main  issue  I  wish  to  touch  on 
is  that  of  access  to  capital.  Neither  Indonesia 
nor  the  developing  economies  as  a  whole  can 
as  yet  generate  sufficient  savings  to  fund 


THE  INDONESIAN  QUARTERLY,  XXI/4 

their  needed  investments.  Yet  the  prospects 
for  such  resource  flows  are  less  than  en- 
couraging. At  the  precise  time  when  the  de- 
mand for  global  capital  is  rising  dramatical- 
ly, the  capacity  of  the  industrialised  world  to 
generate  a  resource  surplus  available  for  in- 
vestment abroad  has  shrunk. 

Many  Asian  countries,  including  In- 
donesia, have  attained  relatively  high  rates 
of  domestic  savings  and  implemented 
measures  to  enhance  self-reliance.  Addi- 
tionally in  Indonesia,  while  our  total  foreign 
debt  has  increased,  we  have  taken  steps  to 
ensure  that  foreign  loans  are  invested  in  pro- 
ductive assets  which  contribute  to  growth 
and  exports  and  hence  to  our  capacity  to 
repay  debt. 

Even  so,  it  is  difficult  to  see  how  rapid 
growth  can  be  sustained  if  sufficient  external 
resources  do  not  become  available.  The  com- 
petition for  global  funds  raises  the  spectre  of 
conflict  among  potential  recipients  while 
opening  up  the  possibility  of  excessive 
pressure  by  donors.  A  means  of  ensuring 
that  rising  expectations  for  assistance  are 
met  with  a  reasonable  degree  of  fairness  and 
certainty  must  be  an  important  issue  to  be 
considered  in  any  discussion  on  the  new 
world  order. 

The  third  and  final  issue  is  that  of  the 
global  environment.  There  are  those  who 
would  argue  that  the  very  process  of  devel- 
opment could  call  into  question  the  capacity 
to  sustain  life  itself;  and  that  growth  should 
therefore  be  restrained  to  protect  the  en- 
vironment that  sustains  us  all.  Others  argue 
that  what  is  needed  are  policies  that  follow 
sustainable  development. 

While  recognising  a  global  environ- 
ment problem  is  in  itself  important,  de- 
vising policies  to  deal  with  such  issues  as  the 
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costs,  standards  and  enforcement  of  global 
environmental  control  is  much  more  dif- 
ficult for  several  reasons.  First,  the  causal 
mechanisms  of  some  of  the  most  important 
types  of  environmental  degradation,  such  as 
global  warming,  are  still  not  fully  established 
scientifically.  Second,  there  is  a  need  for  the 
political  will  to  ensure  that  the  agreed  upon 
standards  are  adhered  to.  Third,  there  is  the 
need  to  mount  a  massive  educational  cam- 
paign to  change  the  traditional  habits  of 
many  communities.  Fourth,  there  is  the 
sheer  size  of  the  task  of  costing  then  finan- 
cing the  environmental  protection  measures, 
a  task  that  is  analytically  complicated  by  the 
pervasive  presence  of  economics  externalities 
in  the  environmental  variables.  Among  other 
things,  this  last  point  raises  complicated 
issues  of  international  cost  sharing. 

In  today's  globally  interdependent  world, 
issues  of  environmental  protection  affect  all 
nations.  Unless  they  are  resolved,  they  could 
become  a  serious  cause  of  global  conflict. 
The  dangers  that  I  see  are  twofold.  First, 
there  may  be  increased  attempts  to  export 
environmentally  polluting  technologies  to 
the  developing  world  in  the  belief  that  regu- 
lations are  less  strict  and  the  costs  of  pollu- 
tion less  severe.  This  would  do  nothing  to 
resolve  the  problem,  but  merely  push  it  from 
one  part  of  the  world  to  another.  And  as  to 
costs,  I  for  one  would  argue  that,  in  terms  of 
productivity  lost,  the  cost  is  as  high  in  devel- 


oping countries  as  anywhere  else.  Second, 
there  is  the  danger  that  measures  supposedly 
intended  to  protect  the  environment  may,  in 
reality,  be  trade  barriers  in  disguise  and  thus 
merely  serve  to  hinder  trade  and  develop- 
ment. 

We,  in  Indonesia,  have  not  only  recog- 
nised environmental  issues  but  are  increas- 
ingly acting  on  the  paramount  need  to 
achieve  "sustainable  development"  in  all 
our  economic  activities.  At  the  same  time, 
much  remains  to  be  done  —  in  Indonesia  and 
elsewhere.  On  this,  one  thing  is  clear.  Pro- 
gress will  not  be  achieved  through  confron- 
tation; there  is  nothing  to  be  gained  by 
allowing  the  question  of  environmental 
pollution  and  control  to  become  an  issue  of 
conflict  between  the  developing  and  indus- 
trialised world.  A  means  of  ensuring  that 
legitimate  environmental  issues  are  ad- 
dressed by  all  nations  is  a  further  important 
task  for  the  evolving  new  world  order. 

I  have  attempted  to  set  out  in  broad 
terms  what  I  believe  are  "some  of  the  major 
issues  to  be  addressed  by  the  emerging  new 
world  order.  All  hold  the  seed  for  conflict 
and  dissension:  yet  all  are  of  critical  impor- 
tance to  nations  in  Asia  and  the  Pacific  Rim. 
Finding  solutions  to  these  problems  is  ab- 
solutely necessary  if  further  development  in 
Indonesia,  Asia  and,  indeed,  in  the  in- 
dustrialised world  is  to  proceed  smoothly. 
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and  the  Option  for  Technological 
Development  in  Indonesia's  Industries 
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Introduction 


THERE  are  two  important  trends  in 
the  world  economy  today.  First,  tech- 
nological innovations  are  becoming 
an  ever  more  important  contributor  to  eco- 
nomic well-being.  Second,  the  nations  of  the 
world  are  becoming  increasingly  open  and 
interdependent  (Grossman  1992).  As  a  mem- 
ber of  the  world  economy,  Indonesia  is  not 
insulated  from  any  external  influences  and 
inevitably  must  anticipate  all  possible  situa- 
tions. From  the  perspective  of  international 
exchanges,  the  influence  of  Japan  on  the  In- 
donesian economy  is  obvious,  it  represents 
both  promises  and  perils.  The  growing  in- 
fluence of  Japan  on  the  Indonesian  economy 
has  become  an  important  topic  in  recent 
years.  Despite  Indonesia's  steady  growth 
and  its  emergence  as  new  industrial  force  in 
the  Pacific  Rim,  there  is  some  concern  about 
Indonesia's  foreign  debts.  Concessional  aid 
from  foreign  countries  (including  Japan) 
which  Indonesia  needed  to  make  structural 
adjustments  responding  to  the  globalisation 


of  capital  and  trade  in  the  international  eco- 
nomy, have  brought  a  very  heavy  burden  on 
its  public  finance  and  balance  of  payments 
(Thorbecke  1992).  This  paper  focuses  on 
Japan-Indonesia  economic  relationship  and 
attempts  to  appraise  its  impact,  especially  on 
technological  issues  which  have  become  so 
very  important.  This  paper  includes  the  re- 
sults of  a  survey  on  Japanese  Direct  Invest- 
ment (JDI)  in  Indonesian  manufacturing 
sectors  carried  out  between  April  and  July 
1992.  In  addition  to  the  extensive  survey, 
both  Japanese  and  Indonesian  trade  statis- 
tics mainly  from  the  last  two  decades  are 
used.  Despite  many  economic  studies  assess- 
ing Japan-Indonesia  relations,  only  a  few 
works  have  been  done  on  the  science  and 
technology  aspects.  This  paper  is  directed  to- 
wards assessing  those  relationships  from  a 
more  technological  point  of  view  and  explor- 
ing the  options  for  technological  develop- 
ment in  Indonesia's  industries.  The  scopes, 
approach  and  some  limitations  of  the  study 
are  outlined  in  section  two.  A  brief  review  of 
Indonesian  economic  performance  and  in 
what  way  the  Japanese  presence,  including 
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JDI  and  Official  Development  Assistance 
(ODA)  influenced  the  economy  will  be  ela- 
borated upon  in  section  three.  Section  four 
outlines  Japan-Indonesia  bilateral  trade 
exchanges  and  some  of  the  trade  aspects  of 
JDI  in  Indonesia.  The  discussion  on  science 
and  technology  is  provided  in  section  five, 
with  some  final  remarks  in  section  six  as  the 
conclusion. 


The  Scope,  Approach  and  Some 
Limitations 

In  appraising  the  contribution  of  Japan's 
economic  relations  with  the  Indonesian  eco- 
nomy one  must  not  overlook  the  domi- 
nant position  Japan  has  as  the  largest  for- 
eign investor,  trading  partner  and  creditor  in 
Indonesia.  There  are  inter-relationships  be- 
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Table  1 


APPROACH  TO  THE  ISSUES 


Issue  Under  Study 

Measurement 

Increase  in  Production  Capacity 

Manufacturing  as.  Per  Cent  of  GDP 

Increase  in  Export 

Manufacturing  as  Per  Cent  of  Export 

Increase  in  Import  Capacities 

(Machinery  and  Intermediate  Inputs) 

Machine  Import  as  Per  Cent  of  GDI 

Increase  in  Competitiveness 

RCA 

Increase  in  Capital  Investment 

Gross  Domestic  Capital  Formation 

tween  investment,  trade  and  ODA.  These 
inter-relationships  have  been  the  subject  of 
many  studies.  Concerning  the  Japanese  gov- 
ernment's ODA  Policy  namely  New  Asian 
Industries  Development  Plan  (New  AID 
Plan)  of  1987,  MITI  stated  that  it  was  chang- 
ing the  emphasis  of  Aid  programmes  towards 
focusing  more  on  assisting  the  development 
of  export  industries.  The  arrangement  of 
ODA  tends  to  favour  projects  related  to  a 
recipient  country's  infrastructure,  which 
may  serve  as  foundation  for  continued 
overseas  investment  (Yearley  1988).  Japan 
has  directed  most  of  its  ODA  in  Indonesia 
towards  the  development  of  the  country's  in- 
frastructure such  as  electric  power  genera- 
tion plants,  roads,  bridges,  ports  and  tele- 
communications (Djamin  1993).  The  Japa- 
nese presence  in  the  Indonesian  economy 
and  the  transformation  process  in  Indone- 
sian industry  are  illustrated  in  Figure  1 . 

As  evident  in  Figure  1,  Japanese  trade, 
investment  and  ODA  have  influenced  the 
transformation  process  in  Indonesia.  In- 
donesia's industrial  technological  develop- 
ment has  two  main  strategies  simultaneously 
applied.  First,  export  promotion  or  outward 
looking  export  based  on  broad  spectrum 
technologies,  basically  in  transforming 
natural  resources  to  manufactured  goods  for 


export  utilising  domestic  manpower.  Sec- 
ond, considering  the  larger  and  growing 
domestic  market  in  line  with  the  rise  of  per- 
sonal income,  Indonesia  is  nurturing  its 
potential  industries,  mainly  high-technology 
based,  using  the  domestic  market  as  a  'step- 
ping-stone' for  further  expansion.  The  step- 
wise technological  development  strategies 
are  also  considered  as  'second  stage  of  im- 
port substitution'.  In  the  process  of  in- 
dustrial transformation  described  above, 
some  aspects  are  taken  into  account  as 
shown  in  the  Table  1.  In  order  to  elucidate 
the  trends  of  Indonesia's  competitiveness, 
the  relative  export  market  share,  or  more 
specifically,  Revealed  Comparative  Advan- 
tage  (RCA)  is  used. 

Although  this  paper  covers  a  broad  spec- 
trum, there  are  some  limitations  in  order  to 

'RCA  is  defined  as  follows: 
Xij 

RCA  ij  =   

X  wj 
X  w 

Where, 

X  ij  =  country  i's  export  of  commodity  group/' 
X  /  =  country  i's  total  exports 
X  w  j  =  world  exports  of  commodity  group/' 
X  w  =  world  total  exports 
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make  the  analysis  more  indepth.  Since  cal- 
culating the  inflow  of  inputs  is  easier, 
especially  in  capital  terms,  measuring  the 
output  or  impact  of  such  flow  to  Indonesian 
economy  is  not  an  easy  task.  The  absence  of 
a  yardstick  to  measure  the  impacts  in  a 
straightforward  manner  is  a  major  ob- 
stacle. Aside  from  the  data  problem  it  is 
empirically  difficult  to  isolate  the  impact 
brought  on  by  some  countries  respectively 
from  the  many  other  factors  contributing  to 
the  Indonesian  economy.  Given  such  a  dif- 
ficulty this  paper  emphasises  on  a  qualitative 
assessment  of  the  technological  impact  that 
may  be  brought  about  by  the  Japanese  pre- 
sence. Since  the  paper  intentionally  focuses 
on  technological  issues,  the  discussion  on 
trade,  investment  and  ODA  will  be  confined 
to  technology  related  aspects.  Therefore,  the 
JDI  in  this  paper  will  be  mainly  focused  on 
the  manufacturing  sector  while  ODA  on 
technical  cooperation. 

The  Significance  of  Japanese  Pre- 
sence in  the  Indonesian  Economy. 

The  Trends  of  Indonesia 's  Economic  Perfor- 
mance 

The  growth  performance  of  the  Indone- 
sian economy  since  the  late  1960s  until  1984 
was  very  good,  the  real  GDP  grew  at  6.9  per 
cent  annually  in  1969-1974,  7.2  per  cent  an- 
nually in  1974-1979  and  6.5  per  cent  annual- 
ly in  1979-1984.  Oil  exports  provided  the  ma- 
jor engine  of  growth  for  the  entire  Indone- 
sian economy.  The  two  oil  price  booms  of 
1973  and  particularly  1979,  provoked  a  ma- 
jor expansion  of  the  economy  lasting  until 
1982.  The  predominance  of  the  oil  sector  in 
that  year  is  indicated  by  the  fact  that  ear- 
nings from  crude  oil  and  petroleum  products 
accounted  for  two- thirds  of  all  export  ear- 
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nings,  one- fourth  of  total  GNP  and  70  per 
cent  of  government  domestic  revenues.  It 
was  in  1982,  however,  that  oil  prices  peaked 
and  revenues  from  this  sector  contracted, 
drastically  reducing  the  prospects  for  eco- 
nomic growth.  The  proof  of  the  diversifica- 
tion of  the  Indonesian  economy  was  shown 
by  a  reduced  reliance  on  primary  products 
and  an  increase  in  non-oil  export  capacity. 
Along  with  the  shift  from  the  oil  and  natural 
gas  to  non-oil  sector  the  importance  of  Agri- 
cultural sectors  also  declined  from  45  per 
cent  of  GDP  in  1970  to  24.8  per  cent  in  1980 
and  dropped  just  below  20  per  cent  in  1991. 
While  the  manufacturing  sector  which  had 
only  9  per  cent  of  GDP  in  1970,  steadily  in- 
creased until  it  reached  the  turning  point 
level  of  20  per  cent  in  1990  and  surpassed  the 
agricultural  sectors  in  1991.  Aside  from  the 
steady  growth  during  the  last  two  decades, 
Indonesia  has  also  made  structural  adjust- 
ments that  is  changing  its  reliance  on  expor- 
ting natural  resources  to  exporting  manufac- 
tured goods  for  its  revenue. 

The  Profile  of  Japanese  Direct  Investment  in 
Indonesia 

Today  the  most  familiar  pattern  of  for- 
eign investment  in  Southeast  Asia,  including 
Indonesia,  is  the  investment  of  foreign 
domiciled  companies.  The  pattern  and  the 
kinds  of  foreign  direct  investment  that  exist 
are  associated  with  the  country's  stages  of 
industrialisation,  as  reflected  in  the  coun- 
try's policy  towards  foreign  investment.  In 
the  earlier  stages  of  industrialisation,  the 
foreign  investment  came  mainly  in  the  form 
of  import  substitution  industries.  By  devel- 
oping import  substitution  investments  the 
substitution  of  newly  made  local  products 
for  imports  were  induced,  mostly  by  trade 


Figure  2.1. 
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barriers  (high  tariffs  were  imposed  on  certain 
categories  of  manufactured  products  and  if 
tariffs  were  not  enough,  imports  were  sub- 
jected to  quotas  or  even  banned  outright). 
The  main  characteristics  of  foreign  direct  in- 
vestment in  this  stage  were  capital  intensive, 
high  technology  and  large  scale  industries.  In 
Indonesia,  the  main  sector  for  the  invest- 
ment in  this  period  were  the  chemical,  basic 
metal,  metal  products,  paper  and  mining 
sectors. 

Responding  to  the  changes  in  the  interna- 
tional economic  situation,  Indonesian  gov- 
ernment investment  policies  were  shifted  to 
induce  more  export  oriented  investments. 
The  economic  deregulation  measures  taken 
by  government  and  lower  labour  costs  were 
contributed  to  attract  more  foreign  inves- 
tors. Indonesia  is  currently  attracting  huge 
interest  as  a  place  with  bright  economic  pro- 
spects. Japanese  manufacturers  also  began 
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to  undertake  export-oriented  investment  in 
the  early  1980s,  when  the  rising  cost  of  pro- 
duction in  Japan  and  the  revaluation  of  the 
yen  forced  them  to  look  for  an  offshore 
base.  Formerly  the  Japanese  firms  were 
mostly  interested  in  investing  in  the  lumber 
and  wood  products  and  machinery.  How- 
ever, recently  the  main  sector  of  interest  is 
machinery,  electric-machinery  and  textiles. 

If  we  refer  to  the  flow  of  Japanese  invest- 
ment in  all  industrial  sectors,  we  can  see  that 
there  are  two  peaks  of  inflow.  The  first  one 
took  place  at  the  beginning  of  1968  up  to 
early  1974,  slowing  down  until  around  1986 
and  growing  again  up  to  1991.  The  excep- 
tions to  this  were  in  the  metal  goods  and 
chemical  sectors  that  continuously  grew  and 
are  currently  the  two  leading  industrial  sec- 
tors. The  first  flow  of  Japanese  firms  was 
mainly  import  substitution  industries  and  re- 
source based  industries.  The  second  flow  was 


Table  2 


PUSH  AND  PULL  FACTORS  OF  JAPANESE  DIRECT  INVESTMENT  FLOWS 


Push  Factors 
in  Japan 


Pull  Factors 
in  Indonesia 


Types  of  Firms 


Phase  I 
1967-1974 

Phase  II 
1975-1985 


Phase  III 
1985  »> 


Scarce  natural 
and  energy 
resources 

High  energy  prices; 
Increasing  wages; 
Scarcity  of  land; 
Industrial  relocation 

Yen  appreciation; 
shortage  of  labour; 
Trade  frictions; 
Import  promotions 


High  tariff  imposed; 
Protective  market; 
Natural  resources 

Cheap  labour; 
Growing  domestic  market; 
Natural-resources; 
Infrastructure  improve- 
ment 

Economic  reforms- 
packages;  cheap  labour; 
export  promotion  packages; 
New  industrial  zones 


Import  substitution 
industries;  Capital- 
intensive  and  large  firms 

Raw  materials  processing 
or  Resource  based 
industries 


Smaller  firms,  export- 
oriented  firms. 
Intermediate  goods 
industries 
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mostly  the  firms  which  relocated  their  ac- 
tivities due  to  a  shortage  of  labour,  land 
prices  and  trade  frictions.  The  factors  that 
contributed  to  the  inflow  of  JDI  are  sum- 
marised in  Table  2. 

Currently  there  are  142  Japanese  joint 
venture  manufacturing  companies  operating 
in  Indonesia  with  a  total  amount  of  capital 
of  US$2,242.4  million,  employing  68,738 
people,  of  which,  850  are  expatriates.  More 
than  80  per  cent  of  the  companies  surveyed 
are  considered  large  enterprises  in  terms  of 
amount  of  capital,  sales  and  employment. 

The  average  labour  capital  ratio  is  1 
million  to  30.7,  meaning  for  every  1  million 
dollars  invested  30.7  jobs  are  created.  In 
terms  of  capital  per  labour,  the  JDI  is  mostly 
contained  within  the  level  of  US$50  thou- 
sand per  job  or  lower.  The  exceptions  are  In- 
donesian Asahan  Aluminum  (aluminum 
smelter  projects),  which  involves  much  more 
capital,  and  two  car  assembly  plants  that 
employ  fewer  labourers.  In  terms  of  sales  per 
labour,  the  JDI  was  within  the  level  of 
US$100,000  or  lower,  with  the  exceptions  of 
one  firm  in  the  fabricating  metal  industry, 
that  produces  copper  wire  rod  and  two  firms 
in  the  automotive  and  parts  industry  produc- 
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ing  truck  and  diesel  engines.  By  any  mea- 
sures it  can  be  said  that  generally  the  JDI  is 
mostly  capital  intensive.  In  terms  of  length 
of  company  operation,  two  thirds  of  the  JDI 
have  already  been  in  operation  for  more 
than  twelve  years. 

The  Japanese  investors  choose  71  per 
cent  private  enterprises  as  their  local  part- 
ners, 14  per  cent  are  public  corporations, 
while  a  mix  between  private  and  public  com- 
panies accounted  for  7  per  cent.  Partnership 
with  other  foreign  countries  in  addition  to 
the  Indonesian  companies  account  for  7  per 
cent.  As  for  Japanese  investors,  more  than 
70  per  cent  of  the  companies  hold  majority 
shares.  Only  one  company  holds  less  than  30 
per  cent  of  the  shares.  Around  26  per  cent  of 
companies  hold  30  to  50  per  cent  of  total 
shares. 

The  motivation  of  JDI  has  shifted  over 
time,  from  securing  reliable  flows  of  raw 
materials  in  the  past,  to  more  capital  and 
technology  intensive  industries  today.  Rising 
domestic  wages  and  the  shortage  of  land  has 
driven  Japanese  manufacturers  abroad  to 
established  production  plants  for  labour- 
intensive  products,  largely  for  sale  in  the 
host  countries.  This  is  in  line  with  the  early 


Table  3 

THE  JAPAN  DIRECT  INVESTMENTS  IN  INDONESIAN  MANUFACTURING  SECTORS 


No  Sectors 

No.  of 

Capital  (K) 

Labor  (N)  person 

N/K 

firms 

Million  $ 

Local 

Expat's 

Total 

man/mil. $ 

1  Textiles 

20 

216.99 

18,657 

186 

18,843 

86.8 

2  Chemicals 

37 

393.09 

14,572 

238 

16,634 

42.3 

3  Automotive  and  Parts 

28 

415.31 

14,831 

167 

14,998 

36.1 

4  Electronics 

13 

179.73 

5,923 

95 

6,018 

35.2 

5  Fabricated  Metals 

28 

128.19 

5,935 

84 

6,019 

46.9 

6  Machinery 

12 

56.98 

1,533 

43 

1,576 

27.7 

7  Other  Manufacturing 

4 

851.11 

4,609 

37 

4,646 

5.5 

TOTAL 

142 

2,241.4 

66.060 

850 

68,734 

30.7 

Source:    Investment  Coordinating  Board  (BKPM). 
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stages  of  the  Indonesian  industrialisation 
policy,  generally  supplying  a  route  for  im- 
port substitution.  Our  survey  indicates  that 
the  lower  labour  costs  and  the  domestic 
market  are  considered  to  be  the  strongest 
motivators  for  the  flow  of  JDI  funds  into  In- 
donesia, followed  by  the  investment  incen- 
tives provided  by  the  Indonesian  govern- 
ment. Against  all  expectations,  the  com- 
panies surveyed  did  not  consider  the  availa- 
bility of  cheaper  raw  materials  as  an  impor- 
tant factor  in  making  investment  decisions. 
This  fact  corresponds  with  the  issues  of  local 
procurement  and  immaturity  of  related 
domestic  industries. 

The  Influence  of  Japanese  ODA  on  Trade 
and  Investment 

The  growing  presence  of  Japanese  in- 
fluence on  the  Indonesian  economy  inevita- 
bly has  a  complex  impact.  Among  these  is 


the  Japanese  Official  Development  Assis- 
tance (ODA)  which  currently  accounts  for  40 
per  cent  of  total  Indonesian  debts  amounting 
to  48.8  billion  US  dollars.  The  growing  pre- 
sence of  Japanese  ODA  has  contributed  to 
economic  growth  in  Indonesia,  but  at  the 
same  time  it  is  a  subject  of  critical  evaluation 
both  in  Japan  and  Indonesia.  In  order  to 
grasp  the  realm  of  Japanese  influence  on 
foreign  economies  one  should  first  under- 
stand the  interrelated  nature  among  their 
economic  instruments.  The  major  instru- 
ment of  the  Japanese  economic  cooperation 
with  foreign  countries  are  classified  into  the 
following  three  schemes:  (1)  Official  Devel- 
opment Assistance  (ODA)  which  is  com- 
prised of  grant  aid,  ODA  loans,  technical  co- 
operation and  contributions  to  multilateral 
organisations;  (2)  Other  Official  Flows 
(OOF)  consist  of  financial  resources  pro- 
vided by  the  Export-Import  Bank  of  Japan 
and  other  agencies  such  as  Export  Credits 
and  Direct  Investments;  (3)  Private  Flows 


Table  4 


JAPAN'S  OFFICIAL  DEVELOPMENT  ASSISTANCE  TO  INDONESIA  1981-1991 

Year  GRANTS  ~        ~  LOAN  AID 

Grant  AID           Technical                                     Gross  Net 
 Cooperation  


1981 

15.1 

(3.5)* 

37.3 

(9.9)* 

52.4 

(6.5)* 

n.a. 

247.4 

(17.1)* 

299.8 

(13.3)* 

1982 

19.5 

(4.7)* 

37.2 

(9.5)* 

56.7 

(7.0)* 

n.a. 

237.9 

(15.3)* 

294.6 

(12.4)* 

1983 

20.0 

(3.7)* 

40.0 

(8.7)* 

60.0 

(6.0)* 

n.a. 

175.4 

(12.3)* 

235.5 

(9.7)* 

1984 

30.0 

(5.5)* 

43.7 

(8.4)* 

73.7 

(6.9)* 

n.a. 

94.0 

(6.9)* 

167.7 

(6.9)* 

1985 

31.06 

(4.9)* 

45.28 

(8.3)* 

76.34 

(6.4)* 

206.41 

84.99 

(6.2)* 

161.33 

(6.9)* 

1986 

46.75 

(5.5)* 

63.07 

(7.4)* 

109.82 

(6.4)* 

227.5 

51.01 

(2.4)* 

160.83 

(4.2)* 

1987 

68.70 

(6.0)* 

67.88 

(6.4)* 

136.59 

(6.2)* 

804.6 

570.72 

(18.9)* 

707.31 

(13.5)* 

1988 

49.40 

(5) 

93.79 

(10) 

135.59 

(19) 

1,121.5 

841 .72 

(85) 

984.91 

(15.3)* 

1989 

44.66 

(4) 

101.82 

(9) 

146.48 

(13) 

1,260.57 

998.78 

(87) 

1,145.26. 

(100) 

1990 

53.38 

(7) 

108.68 

(13) 

167.07 

(19) 

964.81 

700.72 

(81) 

867.78 

(100) 

1991 

79.37 

(7) 

133.07 

(12) 

212.80 

(20) 

1,169.73 

852.71 

(80) 

1,065.51 

(100) 

Total 

596.49 

(7) 

917 

(11) 

1,514.28 

(18) 

9,063.92  6,698.15  I  (82) 

8,212.42 

(100) 

Note:    Figure  in  parentheses  with  asterisk  is  share  of  related  category  to  total  Japan's  ODA  in  such  category;  while 
others  in  share  of  related  category  to  total  Japan's  ODA  to  Indonesia. 


Source:    Ministry  of  Foreign  Affairs  of  Japan 
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(PF),  include  Export  Credits,  Direct  invest- 
ment and  others,  financed  by  the  private  sec- 
tor. ODA  is  known  as  economic  cooperation 
on  a  governmental  basis,  while  OOF  and  PF 
are  termed  economic  cooperation  on  a  non- 
governmental basis.  It  is  obvious  that  the 
ODA  plays  a  pivotal  role  in  facilitating 
Japan's  sound  economic  cooperation  with 
other  countries.  ODA  is  comprised  of  assis- 
tance to  developing  countries  in  their  devel- 
opment efforts  by  supplying  them  with  the 
necessary  capital  and  technology,  while  facil- 
itating the  flow  of  direct  investment  and 
trade  exchanges  initiated  by  private  sectors. 
In  principal,  the  criteria  for  the  approval  of 
Japanese  Aid  is:  a  country  must  be  a  devel- 
oping country  with  a  relatively  low  stage  of 
development.  However,  even  in  the  case  of 
developing  countries  whose  GNP  is  relative- 
ly high,  aid  programmes  may  be  extended  to 
the  country  if  deemed  necessary,  by  taking 
various  factors  into  account  such  as  the  im- 


portance of  the  country  concerned  and  the 
significance  of  the  project.  (A  Guide  to 
Japan's  Aid,  p.  19).  Considering  the  impor- 
tance of  Indonesia  to  Japan,  such  as  its  geo- 
political significance,  abundant  resources 
and  growing  domestic  market,  it  is  not  sur- 
prising that  Indonesia  is  always  among  the 
largest  recipients  of  Japanese  Aid. 

The  Japanese  Aid  in  Indonesia  is  general- 
ly categorised  into  grants  and  loans.  Grants 
are  mainly  managed  by  the  Japan  Interna- 
tional Cooperation  Agency  (JICA)  and 
loans  by  the  Overseas  Economic  Coopera- 
tion Fund  (OECF).  Grant  aid  is  financial 
assistance  extended  to  recipient  countries 
without  requiring  any  repayment.  This  is 
contrary  to  loans  which  have  to  be  repaid, 
although  grants  may  not  fully  be  separated 
from  loans.  It  has  been  observed  that  grants 
through  JICA  are  closely  related  to  the  loans 
given  through  OECF.  In  the  case  of  Indone- 


Table  5 


TECHNICAL  COOPERATION  UNDER  JAPAN'S  ODA  TO  INDONESIA  1981-1991 

(Number  of  Persons) 


Activities 

Institutions/ 
Performer 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

upto 
1990 

1 .  Acceptance 

JICA 

333 

371 

356 

565 

586 

523 

542 

613 

685 

676 

9,253 

of  Indonesian 

APO 

27 

33 

24 

28 

35 

36 

23 

38 

29 

48 

553 

Trainees  in 

UNINDO 

1 

1 

1 

2 

2 

2 

21 

Japan 

AOTS 

260 

348 

317 

367 

307 

265 

287 

262 

299 

432 

5.791 

OISCA 

10 

8 

3 

5 

8 

7 

4 

18 

22 

19 

172 

ILO 

18 

23 

27 

57 

19 

31 

13 

41 

29 

37 

407 

ACCU 

2 

2 

1 

1 

1 

2 

2 

1 

1 

1 

29 

OECF 

5 

2 

5 

6 

6 

10 

10 

6 

13 

16 

95 

2.  Dispatches 

JICA  Experts 

836 

874 

796 

1,032 

192 

245 

297 

371 

316 

344 

3,758 

of  Japanese 

JICA  Supervision 

727 

597 

701 

784 

619 

627 

9,858 

to  Indonesia 

JICA  Others 

6 

12 

18 

APO 

1 

si  at 

1 

5 

3 

41 

JODC 

39 

29 

19 

14 

21 

25 

28 

47 

66 

47 

367 

OISCA 

4 

1 

2 

3 

2 

5 

*  7, 

8 

64 

Source:    Ministry  of  Foreign  Affairs  of  Japan. 
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sia,  feasibility  studies  of  proposed  loan  pro- 
jects are  mostly  carried  out  by  JICA's 
grants.  (Siregar  M.  1991,  57).  In  this  study 
much  attention  was  paid  to  the  grants  espe- 
cially to  technical  cooperation,  since  they  are 
closely  related  to  the  issue  of  technological 
development.  Grants  are  provided  to  wider 
fields  that  contribute  to  the  balancing  of 
social  and  economic  development  of  reci- 
pient countries;  including  grants  for  disaster 
relief,  fisheries,  cultural  activities,  increased 
food  production  etc.  But,  if  we  look  at  the 
past  figures  of  grants  offered  by  Japan,  the 
grants  were  categorised  under  'economic  de- 
velopment assistance',  covering  medical 
care;  education  and  research;  public  welfare; 
communication  and  transportation;  infra- 
structures and  export  promotion,  constitutes 
the  biggest  share  of  Japan's  grant.  This  im- 
plies that  the  Japanese  government  policy  af- 
fected the  disbursement  of  its  grant  aid  pro- 
gramme. Hence,  it  is  not  an  exaggeration  to 
say  that  Japanese  Aids  has  facilitated  direct 
investment  flow  as  well  as  bilateral  trade. 
The  technical  cooperation  scheme  in  ODA 
benefitted  not  only  recipient  countries  but 
also  principal  firms,  since  it  consists  of  sub- 
sidising the  technical  training  of  their 
employees. 

Officially  the  main  objective  of  technical 
cooperation  is  development  of  human  re- 
sources. Therefore,  the  Japanese  aimed  at 
training  personnel  in  developing  countries 
who  are  technically  capable  of  taking  a  posi- 
tive part  in  the  national  economic  and  social 
development  (,4  Guide  to  Japan's  Aid,  1992). 
Technical  cooperation  described  above, 
comprises  a  wide  variety  of  activities,  which 
are  mainly  divided  in  two  groups,  namely: 
Trainees  acceptance  programme  from  devel- 

^he  discussion  about  the  ODA  will  be  presented  in 
a  separate  paper  (in  preparation). 


oping  countries  and  Dispatch  of  Japanese 
technical  experts  to  recipient  countries.  As 
far  as  training  is  concerned  there  are  various 
organisations  that  receive  the  trainees,  but 
they  vary  according  to  the  type  of  group.  For 
instance,  JICA  is  a  major  ODA  training- 
organisation  under  the  supervision  of  the 
Ministry  of  Foreign  Affairs.  The  MITI  is  res- 
ponsible for  the  Association  of  Overseas 
Training  of  Skilled  Workers  (AOTS)  while 
the  Ministry  of  Labour  is  responsible  for 
ILO,  the  International  Technological 
Cooperation  Center.  The  Ministry  of  Agri- 
culture, Forestry  and  Fisheries  also  has  or- 
ganisations under  its  jurisdiction  such  as 
Organisation  for  Industrial,  Spiritual  and 
Cultural  Advancement  (OISCA),  and  Over- 
seas Fishery  Cooperation  Fund  (OFCF).  The 
training  offered  by  JICA  is  mostly  govern- 
ment based  or  on  a  "G  to  G"  basis.  The 
other  training  is  half  government  and  half 
privately  funded.  In  most  cases,  private  tech- 
nological cooperation  is  responsible  for  the 
training,  with  the  expenses  subsidised  by  the 
government.  The  largest  organisation  under 
this  category  is  AOTS  which  gets  75  per  cent 
of  its  funding  from  government  subsidies. 

The  training  in  AOTS  is  much  more  re- 
levant to  technical  production  and  manage- 
ment activities  and  they  cover  a  wide  range 
of  manufacturing  sectors.  It  is  indisputable 
that  training  abroad  which  provides  the 
management  and  technical  production  capa- 
bility to  local  personnel,  who  then  possibly 
transfer  those  human  capital  to  other  local 
personnel  or  use  it  to  establish  new  firms  is 
important.  The  number  of  Indonesian  train- 
ees in  Japan  is  much  higher  than  those  re- 
corded, because  there  are  so  many  com- 
panies involved  that  the  actual  number  is  dif- 
ficult to  ascertain.  It  is  still  debatable 
though,    how   the   training  programmes 
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should  be  implemented.  The  arrangements 
of  overseas  training  tend  to  favour  Japanese 
firms  as  a  way  to  introduce  cheap  labour 
from  abroad  (Hatade  1992).  There  is  no 
straightforward  distinction  between  training 
and  working.  The  training  system  in  Japa- 
nese firms  is  quite  different  from  training 
by  Western  standards.  Much  emphasis  is 
placed  on  'on  the  job  training'  in  the  Japa- 
nese system,  so  that  there  is  no  clear  distinc- 
tion between  on  the  job  training  and  work- 


ing, many  yiew  the  training  practice  in  Japan 
as  "labour  in  disguise"  -  especially  in  recent 
times  of  labour  shortages  in  certain  manu- 
facturing sectors.  The  training  is  officially 
designed  to  transfer  industrial  technology 
and  know  how  in  Japan  to  foreign  countries, 
where  such  technology  is  deemed  necessary. 
However,  it  is  misleading  to  view  the  train- 
ing as  mere  charity  or  being  offered  freely. 
Although  there  are  certain  amounts  of  aid  or 
subsidies  involved,  they  are  being  given 


Table  6 


INDONESIAN  TRAINEES  ON  PRIVATE  BASIS  IN  MANUFACTURING  SECTORS 


Sector 


Heavy  Electrical  Machinery 

Electrical  Home  Appliances 

Communications  Equipment 

Other  Electrical  Machinery 

Industrial  Machinery 

Agriculture  Machinery 

Other  Machinery 

Automobile 

Shipbuilding 

Rollingstock 

Precission  Machinery 

Metal  Products 

Non-Ferrous  Metal 

Iron  and  Steel 

Petroleum  and  Coal 

Chemical 

Pulp  and  Paper 

Ceramics 

Leather 

Rubber 

Printing  and  Publication 

Timber 

Textiles 

Food 

Other  Manufacturing 

Agric,  Forestry  and  Fisheries 

Mining 

Construction 

Others 


1988 


1989 


1990 


1957-1990 


6 

9 

7 

185 

4 

4 

69 

9 

9 

160 

24 

22 

28 

228 

15 

20 

48 

758 

71 

7 

8 

23 

85 

54 

92 

94 

1,101 

12 

12 

2 

114 

2 

7 

17 

14 

13 

14 

274 

12 

240 

6 

3 

2 

86 

3 

2 

1 

94 

11 

12 

21 

234 

16 

1 

5 

70 

21 

3 

9 

6 

142 

.7., 

7 

14 

154 

12 

12 

12 

274 

13 

14 

45 

447 

2 

1 

63 

2 

3 

3 

26 

27 

4 

9 

12 

24 

257 

41 

36 

67 

567 

TOTAL 


262 


299 


432 


5  791 


Source:  AOTS. 
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along  with  other  politico-economic  conside- 
rations or  as  packages  of  broader  Japanese 
ODA.  In  other  words,  the  question  might 
arise,  is  the  Japanese  ODA  to  Indonesia 
made  on  the  basis  of  "the  short-term  gains 
may  be  bought  at  the  cost  of  long-term  com- 
mitments". I  will  elaborate  on  this  question 
later. 

Japan-Indonesia  Bilateral  Trade 

General  Trend  of  Indonesia 's  Foreign  Trades 

Three  important  features  of  Indonesian 
foreign  trade  are:  •  the  increasing  trends, 
structural  changes  of  its  commodities  and 
the  predominance  of  certain  trading  part- 
ners. 


As  revealed  in  the  tables  stated  above, 
both  export  and  import  figures  show  a  ten- 
dency to  increase  until  1983.  After  that  peri- 
od, it  decreased  particularly  in  exports  which 
resulted  from  the  decline  in  petroleum  and 
natural  gas  exports.  In  1987,  export  values 
tended  to  recover  with  increased  value  in 
non-oil  and  gas  commodities  surpassing  that 
of  oil  and  gas.  The  high  increase  of  non-oil 
and  gas  exports  contributed  significantly  to 
the  increase  in  total  Indonesian  exports 
which  in  1990  increased  by  15.9  per  cent  over 
1989.  However,  the  percentage  of  increase  in 
Indonesia's  exports  was  still  lower  than  that 
of  imports.  Import  figures  showed  an  in- 
crease of  33.5  per  cent  compared  with  that 
over  1989  of  which  91.2  per  cent  were  im- 
ports from  non-petroleum  and  gas  commo- 


Figure2.3. 
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INDONESIAN  IMPORT  VALUE  BY  GROUP  OF  COMMODITIES 
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dities.  Counting  from  the  average  export 
trends  during  the  last  five  years,  total  export 
values  increased  by  14.8  per  cent  each  year 
and  the  export  value  excluding  oil  and  gas  in- 
creased by  22.3  per  cent.  Although  import 
value  excluding  oil  and  gas  was  higher  than 
the  export  value  of  the  same  group  of  com- 
modities, the  annual  average  increase  of  ex- 
ports was  higher  than  the  annual  average  in- 
crease of  imports. 

In  observing  the  Indonesian  export  fig- 
ures in  the  1980s  we  found  that  for  most  of 
the  period  the  growth  of  manufacturing  in 
nominal  terms  is  even  more  significant.  Man- 
ufacturing share  of  total  exports  was  only  4 
per  cent  in  1980  but  increased  to  1 1  per  cent 
in  1985  and  30  per  cent  by  1988.  In  contrast, 
the  share  of  oil,  gas  and  minerals  declined 
from  76  per  cent  in  1980  to  73  per  cent  in 
1985  and  46  per  cent  in  1988,  while  the  share 
of  agriculture  remained  relatively  constant. 
As  for  the  rapid  growth  of  plywood  exports, 
resource  intensive  exports  accounted  for  the 
largest  share  of  manufactured  exports  by 
1985-1988  (41-49  per  cent).  This  group  was 
followed  by  labour-intensive  manufactures 
(34-40  per  cent  share)  of  which  the  major 
items  were  garments  and  woven  cloth. 
Capital  intensive  exports  account  for  much 
lower  shares  of  manufactured  exports  but 
paper  and  steel  export  shares  have  grown 
rapidly  in  recent  years.  The  structure  of 
commodities  being  imported  also  changed. 
Consumer  goods,  once  heavily  imported, 
eventually  declined  along  with  increasing  im- 
ports of  intermediate  and  capital  goods. 

Another  important  feature  of  Indonesian 
foreign  trade  is  characterised  by  the  high  de- 
pendency of  Indonesian  trade  on  three  coun- 
tries i.e.  Japan,  the  USA  and  Singapore.  The 
Indonesian  exports  value  in  1990  to  the  three 
countries  mentioned  above  was  16,190.1  mil- 
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lion  US$  or  63. 1  per  cent  of  its  total.  The  In- 
donesian import  value  from  the  three  coun- 
tries was  US$9,0914.4  millions  or  41.6  per 
cent  of  its  total  during  1990. 

Japan-Indonesia  Trade  Exchanges:  Asyme- 
trical  Dependency 

Japan  is  Indonesia's  main  trading  part- 
ner with  24.3  per  cent  of  total  imports  and 
42.5  per  cent  of  total  exports.  In  1990  im- 
ports from  Japan  increased  by  40.7  per  cent 
compared  to  that  in  1989  and  exports  to 
Japan  increased  by  17.2  per  cent  compared 
to  that  in  1989,  but  its  export  contribution 
decreased  from  42.6  per  cent  in  1985  to  42.5 
per  cent  in  1990.  Meanwhile  import  contri- 
butions were  relatively  constant. 

Export 

As  revealed  in  the  table  stated  above  the 
main  commodities  of  Indonesian  exports  to 
Japan  were  oil  and  gas.  Although  their  value 
steadily  decreased  due  to  fluctuations  in 
prices,  their  share  in  Indonesian  total  ex- 
ports to  Japan  in  the  period  observed  was 
always  dominant.  The  fluctuation  in  oil 
prices  greatly  affected  Indonesian  export 
performance,  as  shown  by  the  results  in  the 
1990s.  During  1990  total  exports  to  Japan  in- 
creased by  US$1.6  million  over  the  previous 
year.  This  was  brought  about  by  the  increase 
in  value  of  oil  exports.  The  non-oil  export 
commodities  shares  during  the  past  decade 
steadily  increased,  in  1990  their  share  rose  to 
30  per  cent  of  total  Indonesian  exports  to 
Japan.  However,  in  value  terms  non-oil 
commodities  suffered  a  decline  of  US$448.4 
million  during  1990.  Plywood  decreased  by 
about  US$113.3  million  in  terms  of  export 
value  over  the  previous  year. 

The  main  commodities  of  Indonesian  ex- 
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port  were  still  less  diversified  and  centred 
around  food,  mining  and  wood  related  pro- 
ducts. In  wood  related  products,  Japan  used 
to  import  substantial  quantity  of  logs.  How- 
ever, after  Indonesia  disbanded  logs  export 
Japan  shifted  to  plywood  and  veneers  and 
eventually  furniture.  Huge  investments 
made  by  Japanese  firms  in  manufacturing, 
did  not  commensurate  with  manufactured 
products  exported  to  Japan. 

Import 

In  the  area  of  import  Indonesia  showed 
great  dependency  on  machineries  and  metal 
products,  for  most\  of  period  observed, 
which  accounted  for  more  than  80  per  cent 
of  total  imports  from  Japan  (ASEAN- Japan 
Trade  Statistics  1990).  Within  these  machine- 
ries and  metal  products  are  16  groups  of 
commodities  (SITC  3  digit)  which  indicate 
the  highest  share  of  commodities  imported. 
The  share  of  those  commodities  to  total  im- 
ports from  Japan  during  1981-1990  persis- 
tently accounted  for  approximately  50  per 
cent  or  above  (see:  Table  7).  Among  this 
group  of  commodities  imported  from  Japan 
during  1990,  textile  and  leather  machinery 
showed  the  highest  increase.  In  1990  the 
value  of  imports  amounted  to  US$2,651.1 
million  or  an  increase  of  1 14.0  per  cent  com- 
pared to  that  over  1989.  The  import  of  inter- 
nal combustion  piston  engines  showed  the 
lowest  increase  over  1989.  However,  among 
the  main  groups  of  commodities  indicated 
above,  the  parts  of  accessories  of  motor 
vehicles  showed  the  highest  increase  in  im- 
port value  i.e.  US$598.9  in  1990. 

Trade  Behaviour  of  the  JDI  Firms 

Are  Japanese  firms  different?  It  is  often 
argued  that  foreign  direct  investment  in 
manufacturing  begins  with  assembly  opera- 


tions that  have  low  local  content,  which  will 
be  followed  by  increased  local  sourcing  over 
time.  We  can  ask  how  the  many  foreign 
firms  already  here  behave,  and  compare 
their  behaviour  with  that  of  domestic  firms. 

Krugman  and  Graham's  survey  explains 
how  foreign  firms  behave  in  the  US  and 
finds  that  generally  they  look  very  much  like 
US  firms:  they  are  comparable  in  terms  of 
value  added,  compensation,  and  R&D  per 
worker.  The  only  major  difference  between 
Japanese  firms  and  other  foreign  manufac- 
turing firms  is  the  higher  Japanese  import 
propensity:  about  2.5  to  1,  just  like  the  com- 
parison of  affiliates  and  US  multinationals. 
Similar  evidence  found  in  our  survey  though 
indicates  that  the  reasons  might  be  different. 
Our  survey  tried  to  uncover  the  country  of 
origin  of  parts  and  major  raw  materials.  The 
large  number  of  JDI  firms  stated  Japan  as 
their  main  source  of  parts,  while  an  in- 
creased number  of  firms  stated  that  their 
parts  originated  from  local  and  other  coun- 
tries. 

Local  procurement  as  shown  in  Figure 
3.2  is  still  low  while  there  is  an  increasing 
trend,  triggered  by  the  yen  appreciation  and 
the  depreciation  of  the  Indonesian  Rupiah. 
The  reasons  for  the  low  rate  of  local  procure- 
ment include  a  lack  of  quality  and  technolo- 
gical precision,  delay  on  delivery,  and  high 
cost.  JDI  manufacturers  considered  among 
other  things  the  immaturity  of  related  in- 
dustries, such  as  subcontractors  and  part 
suppliers  as  problems  to  investing  in  Indone- 
sia. The  local  procurement  is  high  in  manu- 
facturing firms  consuming  large  amounts  of 
energy  for  their  production. 

The  Government  sometimes  imposes 
"local  content"  requirements  on  foreign 
firms.  That  is,  they  require  that  a  firm  pur- 
chase a  certain  minimum  percentage  of  their 


Figure  3.1.1. 
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inputs  from  local  vendors  rather  than  import 
them.  A  similar  requirement  that  might  be 
imposed  is  for  a  minimum  percentage  of 
total  value  added  of  a  product  to  be  pro- 
duced locally.  The  government  also  often  re- 
quires that  some  minimum  percentage  of  the 
total  value  of  output  be  exported.  The  In- 
donesian government  imposes  a  monetary 
and  fiscal  instrument  to  encourage  the  use  of 
larger  local  content,  obviously  shown  in 
automobile  assembling  industries  (Hakim 
1990).  Some  scholars  argued  that  perfor- 
mance requirements  are  likely  to  lead  to  inef- 
ficient allocation  of  resources,  and  in  parti- 
cular, resources  will  be  allocated  away  from 
industries  where  the  nation  has  comparative 
advantage  and  toward  industries  where  local 
production  is  relatively  inefficient.  In  the  ex- 
treme, performance  requirements  could 
deter  beneficial  foreign  investment. 
(Graham,  Krugman,  103).  Vernon  Q966) 
viewed  the  behaviour  of  foreign  firms  in  a 


rather  optimistic  way,  by  saying  that, 
"numerous  studies  of  the  behaviour  of 
multinational  firms  indicate  that  as  these 
firms  become  more  experienced  in  the  con- 
duct of  international  operations  they  tend  to 
increase  the  local  content  of  the  output  of 
their  overseas  subsidiaries". 

In  addition  to  procurement,  the  study 
also  observed  the  market  orientation  of  JDI 
which  showed  tendencies  to  shift  toward 
more  export  over  time;  more  evidence  after 
more  products  were  exported  in  1986. 

As  for  the  overseas  market,  there  are 
many  criticisms  of  the  Japanese  market. 
Professor  Hiroshi  Kato  {Look  Japan,  May 
1989)  stated:  "Japanese  firms  with  invest- 
ment in  ASEAN,  export  70  per  cent  of  the 
products  they  manufactured  there  to  the  US. 
On  the  other  hand,  70  per  cent  of  the 
manufactured  products  of  the  US  invest- 
ment are  sold  in  the  US.  Consequently,  the 
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ASEAN  countries  see  the  US,  not  Japan,  as 
their  real  friend.  The  market  orientation  of 
JDI  has  also  shifted  over  time,  indicated  by 
the  increase  in  exports  since  around  1986. 
This  might  be  a  contribution  of  export 
oriented  firms  of  JDI  inflowed  around  1984 
However,  a  significant  number  of  JDI  firms 
explored  the  market  outside  Japan,  such  as 
the  North  America,  EC  or  other  ASEAN 
countries. 

Table  8 

INDONESIA'S  TECHNOLOGY  IMPORT  PAYMENT  TO  JAPAN  1974-1990 


Industrial  Classification 

No.  of  Cases* 

Value  (million 

Forestry 

37 

n.a. 

Agriculture 

12 

160 

Construction 

499 

41 ,865 

Manufacturing 

5,090 

167,724 

Food 

132 

4,957 

Textiles 

218 

7,368 

Pulp  and  Paper 

48 

951 

Printing  and  Publication 

3 

n.a. 

Chemical 

600 

28,351 

Industrial  Chemical 

285 

24,640 

Oils  and  Fats 

164 

1,812 

Pharmaceuticals 

88 

425 

Other  Chemical 

33 

649 

Petroleum  and  Coal  Product 

0 

0 

Plastics  Products 

12 

n.a. 

Rubber 

57 

1,560 

Cement  and  Ceramics 

170 

16,668 

Iron  and  Steel 

136 

3,874 

Non  Ferous  Metal  Products 

96 

669 

Fabricated  Metal  Products 

131 

2,358 

General  Machinery 

307 

4,689 

Electrical  Machinery 

450 

14,878 

Electrical  Machinery  Supplies 

250 

5,993 

Communications  Equipment 

200 

9,451 

Transport  Equipments 

721 

18,612 

Motor  Vehicles 

433 

15,529 

Other  Transport  Equipment 

288 

311 

Precission  Instrument 

32 

76 

Otrher  Manufacturing 

109 

3,806 

Transportation,  Communication 

97 

n.a. 

Source:  Management  and  Coordination  Agency,  PM's  Office  of  Japan 
•include  new  cases  and  continuation. 


Trade  in  Technology 

Along  with  the  flow  of  Japanese  direct 
investment  and  Indonesian  trade  exchanges 
with  Japan,  there  are  increasing  flows  of 
technology  trade  as  indicated  by  the  increase 
in  technology  import  payment  as  evident  in 
the  following  Table  8. 

Around  80  per  cent  of  technology  import 
payments  during  the  period  of  1974-1991 
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were  in  the  field  of  manufacturing  technolo- 
gy, especially  in  transport  equipment,  motor 
vehicles,  industrial  chemicals  and  related 
fields  and  electrical  machinery  and  related 
industries.  Increasing  amounts  of  technology 
import  payments  for  LDCs  like  Indonesia 
might  be  among  others  an  indication  of  the 
development  of  domestic  firms.  On  the  other 
hand,  we  must  also  clearly  understand 
whether  Indonesian  firms  are  becoming  de- 
pendent on  a  single  country  as  a  source  of 
foreign  technology  and  whether  the  domestic 
partners  have  the  ability  to  suitably  assess 
various  possible  choices  from  its  foreign  sup- 
pliers before  procuring  one  technology. 

Discussion  -  The  Option  for  Indus- 
trial Technology  Development 

Indonesia  has  enjoyed  steady  growth 
along  with  a  rise  in  the  manufacturing  sector 
over  the  past  decades.  Along  with  the  shift 
from  oil  and  natural  gas  to  non-oil,  the  im- 
portance of  the  agricultural  sector  also  de- 
clined, while  the  share  of  manufacturing 
which  only  accounted  for  9  per  cent  of  GDP 
in  1970  (at  current  prices)  steadily  increased 
and  reached  the  turning  point  above  the  20 
per  cent  level  in  1990  and  surpassed  the  agri- 
cultural sector  in  1991. 

In  observing  Indonesian  export  figures  in 
the  1980s  we  found  that  resource  intensive 
exports  accounted  for  the  largest  share  of 
manufactured  exports,  followed  by  labour- 
intensive  manufactures,  and  capital  intensive 
exports  accounted  for  much  lower  shares  of 
manufactured  exports.  However,  from  the 
point  of  view  of  technological  development, 
we  have  to  be  more  cautious  in  analising 
these  impressive  results.  The  quantum  of 
trade  commodities  or  products  exported 
from  a  country  has  been  considered  to  be  a 


reasonable  indicator  of  the  technological 
level  of  a  country  (e.g.  percentage  share  of 
manufactured  goods  in  total  export).  In 
reality  there  are  some  inadequacies  in  the 
trade  statistics,  e.g.  high  percentage  of 
manufactured  goods  in  total  exports  or  high 
percentage  of  machinery  of  total  imports  do 
not  necessarily  show  the  technological  status ' 
of  a  country.  Trade  statistics  cannot  solely 
be  used  as  a  reliable  indicator  of  the  status  of 
technology  in  a  country.  The  technological 
level  of  one  industry  or  country  may  not  pre- 
vail unless  export  content  assessment  of  out- 
puts and  import  content  assessment  of  input 
have  been  measured.3  The  export-import 
data  in  international  statistics  may  indicate 
that  the  level  of  technology  in  countries, 
such  as  India,  Bangladesh  or  Pakistan  are 
comparable  to  that  some  of  developed  coun- 
tries. But  a  detailed  analysis  of  the  export 
structure  of  these  countries  shows  they  are 
based  on  commodity  products  like  jute,  tea 
or  textile. 

It  might  be  shown  how  relevant  it  is  to 
make  a  more  indepth  observation  of  tech- 
nology status  in  one  industry  or  country. 
The  problem  is,  how  to  relate  the  economic 
growth  with  the  development  of  science  and 
technological  status  of  the  country.  As 
shown  by  Grossman  and  Helpman  (1992) 
the  growth  theory  focussed  on  the  economic 
determinants  of  technological  progress 
viewed  integratively  with  international  trade 
theory,  which  deals  with  dynamic  evolution 
of  comparative  advantage  and  the  conse- 
quences of  international  trade  in  a  world  of 
global  technological  competition. 

In  industrialised  countries  many  studies 
have  shown  that  more  than  50  per  cent  of 

3Further  discussion  about  science  and  technology  in- 
dicator see  Technology  Atlas  Project  -  six  volume  (Be- 
ngalore,  India:  UN-ESCAP,  APCTT,  1988). 
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long-term  economic  growth  stems  from  tech- 
nological changes  which  improve  productivi- 
ty or  lead  to  new  products,  processes  or  in- 
dustries (Goldsmith  1970).  For  the  LDCs 
such  as  Indonesia  the  role  of  technology  may 
be  featured  in  a  more  conventional  way.  The 
transformation  of  natural  resources  into 
finished  products  lies  at  the  heart  of  modern 
economic  growth  processes  with  technology 
as  the  core  of  all  such  transformation  activi- 
ties. Technology  as  the  transformer,  acts  in 
two  ways  in  contributing  to  economic 
growth.  First,  technology  can  promote  eco- 
nomic growth  by  expanding  the  utilisation  of 
resources  which  have  practical  applications. 
Second,  technology  may  increase  material 
output  through  a  more  efficient  and  produc- 
tive utilisation  of  the  same  amount  of  re- 
sources. However,  competitiveness  of  its 
products  in  a  free  market  place  will  be  a 
crucial  determinant  for  the  survival  of  any 


technology  based  productive  system.  Thus, 
the  level  of  technological  capability  of  a 
system  will  be  the  measurement  of  its  ability 
to  survive  and  grow  within  the  current  com- 
petitive business  atmosphere.  Although  In- 
donesia's achievement  is  impressive  in  trade, 
as  shown  by  the  successful  shift  from  ex- 
porter of  natural  resources  to  manufactured 
goods,  the  competitiveness  of  Indonesian 
products  is  still  low  in  terms  of  value  added 
and  technological  content  products. 

Plywood  with  the  RCA  is  very  high, 
Indonesia  controls  30  per  cent  of  world 
market.  Textiles,  garments  and  footwear 
also  show  increasing  competitiveness.  As  for 
products  with  more  value  added  such  as  elec- 
tronics, chemical  and  aluminium  growth  is 
much  slower.  Those  commodities  were  se- 
lected to  be  observed  due  to  their  promising 
prospects.  It  can  be  seen  in  recent  trends  that 


Figure  5 


RCA  OF  INDONESIA'S  MAIN  EXPORT  COMMODITIES  1980-1990 
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the  most  popular  area  for  new  application  by 
both  domestic  and  foreign  investors  in  Indo- 
nesia were  in  chemicals  and  textiles.  Chemi- 
cal is  a  product  which  one  day  could  become 
a  major  export  commodity,  but  this  area  is  a 
largely  capital-intensive  project  that  does  not 
create  many  jobs.  Textiles  is  of  particular 
importance  because  they  mean  both  exports 
and  jobs.  Electronics  is  one  the  manufac- 
turing field  in  which  Indonesia  started  much 
later  compared  to  other  ASEAN  countries. 
Thailand  and  Malaysia,  by  contrast,  have 
spent  years  wooing  Japanese  electronics 
manufacturers,  who  have  already  set  up 
labour-intensive  assembly  operations.  Only 
recently  has  Indonesia  adopted  this  ap- 
proach. Today  electronics,  the  quintessential 
hi-tech  industry,  accounts  for  only  0.5  per 
cent  of  Indonesia's  output,  compared  with 
4.1  per  cent  in  Thailand,  15.4  per  cent  in  Ma- 
laysia and  13.9  per  cent  in  South  Korea.  In- 
donesia's RCA  in  Electronics  during  1981- 
1985  was  much  higher,  especially  SITC  77 
that  consists  of  semiconductor  products. 
However,  after  1985  the  level  declined  be- 
cause two  large  foreign  companies  that  pro- 
duced semiconductors  mainly  for  export  had 
disbanded  their  operations  in  Indonesia. 
After  1986  the  RCA  for  Electronics  started 
increasing  again  due  to  a  new  inflow  of  Japa- 
nese relocation  of  their  factories  there. 
Aluminium  is  another  case  of  foreign  firms 
dominance  in  determining  the  competitive- 
ness in  more  value  added  products.  Alumi- 
nium production  is  monopolised  by  Indone- 
sian Asahan  Aluminium,  whose  paid  up 
capital  amounts  to  US$796  million  with 
massive  investments  required  to  generate 
electricity  for  the  production  of  their  alumi- 
nium. The  shareholders  are  Japanese  busi- 
nesses (75  per  cent)  and  the  Indonesian  gov- 
ernment (25  per  cent).  RCA  is  slightly  lower 
due  to  the  fact  that  more  products  are  con- 


sumed domestically.  This  shows  that  in  value 
added  products,  the  foreign  firms,  including 
JDI  firms,  are  dominant. 

The  export  oriented  policy  of  Indonesia 
seems  successful  at  first  view.  However, 
comparative  advantages,  based  on  low 
wages,  will  lose  competitiveness  in  low- 
wage-based  labour  intensive  industries,  as 
their  real  wage  rate  rises  faster  than  produc- 
tivity. Many  of  the  new  labour-intensive  in- 
dustries are  mostly  foreign-owned  and  foot- 
lose.  Hence,  they  could  leave  any  time  if  In- 
donesia cannot  compete  with  China,  Viet- 
nam, etc.  when  it  comes  to  providing  cheap, 
hard-working  labourers.  Many  are  con- 
cerned that  Indonesia  lacks  the  basic  indus- 
tries that  befit  a  country  of  its  size.  Some  be- 
lieve without  force  feeding,  basic  and  tech- 
nology intensive  industries,  the  country  will 
fall  irrecoverably  behind,  not  only  fellow, 
neighbouring  giants  like  China  and  India  but 
even  lesser  neighbours  like  Thailand  and 
Malaysia.  A  country  of  the  size  of  Indonesia 
cannot  simply  regard  comparative  advantage 
as  a  dogma  for  all  occasions. 

The  Technology  Transfer  from  Japan 

Although  Indonesia's  past  industrialisa- 
tion looks  impressive  on  the  surface,  the 
level  it  has  reached  does  not  commensurate 
with  the  region's  level  of  technology.  Essen- 
tially, Indonesia  has  relied  on  foreign  com- 
panies to  make  up  for  its  technological  de- 
ficiency. In  order  to  catch  up  with  the  devel- 
opment of  technology  since  indigenous  pro- 
duction technology  lags  behind,  sourcing  the 
technology  from  foreign  countries  is  neces- 
sary. This  stage  in  technology  policy  litera- 
ture is  known  as  the  acquisition  stage  of 
technological  development.  The  flow  of 
technology  in  international  markets  may 
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take  various  forms.  There  are  generally  three 
carriers  that  correspond  to  the  flow  of  tech- 
nology (Madeuf  1984):  (1)  Capital  embodied 
technology  is  transmitted  through  export  of 
equipment,  tooling  and  intermediate  goods; 
(2)  Human  embodied  technology  is  trans- 
mitted through  education  and  training  pro- 
grammes, personal  contacts,  professional 
mobility,  technical  assistance,  etc.;  (3)  Dis- 
embodied technology  is  disseminated 
through  patent,  literature,  blue-print,  feasi- 
bility of  project  studies,  operating  instruc- 
tion, etc.  This  paper  contends  that  tech- 
nology transfer,  in  the  broader  sense,  might 
flow  in  complex  form  as  "technological 
packages"  that  correspond,  mainly  to  the 
supplying  of  turn-key  factories  or  to  the  set- 
ting up  of  subsidiaries.  Observing  the  inflow 
of  foreign  technology  through  various 
means  mentioned  above,  Japanese  sources 
seem  indispensable. 

Japanese  Direct  Investment 

Foreign  Direct  Investment  especially 
from  Japan  is  continuously  growing  both  in 

Table  9 

TECHNOLOGY  TRANSFER  FROM  JAPAN 
(in  Million  US$) 
Direct     Licensing    Technical  Capital  goods 


Year 

Investment 

Cooperation 

imports 

(a) 

(b) 

(o) 

(d) 

1981 

76.3 

34.65 

37.3 

2,116.5 

1982 

532.2 

4.59 

37.2 

2,204.4 

1983 

457.5 

63.79 

40.01 

1 ,846.7 

1984 

31.1 

63.04 

43.71 

1,721.8 

1985 

62.9 

67.84 

45.28 

1,161.9 

1986 

266.7 

59.21 

63.07 

1,710.5 

1987 

221.9 

1  22.74 

67.88 

1,867.1 

1988 

163.5 

67.64 

93.79 

1 ,339.8 

1989 

499 

|  72.06 

101.82 

2,037.2 

1990 

1,319.6 

80.92 

108.68 

3,106 

1991 

929.3 

157.25 

133.07 

n.a. 

Source:  (a)  BKPM  of  Indonesia;  (b)  Japan  PM's  Of- 
fice; (c)  MITI  and  MOFA  of  Japan;  and  (d) 
Central  Bureau  of  Statistics,  Indonesia. 


number  and  value.  The  past  two  years  has 
brought  a  stunning  surge  of  proposed  invest- 
ments in  Indonesia.  In  spite  of  the  less  direct 
impact  of  JDI  presence  on  Indonesian  for- 
eign trade  performance,  some  take  advan- 
tage of  their  presence  through:  intensifying 
the  degree  of  competition  faced  by  local 
firms,  forcing  them  to  become  more  efficient 
or  to  leave  the  industry;  and  providing  man- 
agement and  technical  training  to  local  per- 
sonnel, who  then  possibly  transfer  those 
human  capital  to  existing  local  firms  or  use  it 
to  establish  new  ones.  These  processes  could 
be  triggered  by  an  out-sourcing  or  subcon- 
tracting system  as  the  major  pillar  in  Japa- 
nese manufacturing  system.  However,  the 
study  found  little  evidence  of  spillover  or 
subcontracting  to  the  domestic  firms  during 
this  time. 

The  creation  of  links  to  the  local  eco- 
nomy such  as  subcontracting  is  still  limited. 
Actually,  collaboration  with  local  companies 
might  bring  a  substantial  impact  to  local 
companies  through  the  training  of  local  sup- 
pliers of  intermediate  products  to  meet  the 
higher  standards  of  quality  control,  reliabili- 
ty and  speed  of  delivery  required  by  tech- 
nology or  methods  of  operating  foreign- 
owned  companies. 

Technology  Licensing 

Indonesia's  import  technology  payments 
to  Japan  are  increasing  along  with  the  in- 
crease of  JDI.4  The  number  of  value  of  im- 
ported technology  payments  correlate  with 
the  number  of  investment  projects.  This  sug- 
gests that  the  flow  of  Japanese  technology  to 
Indonesia  is  mostly  done  through  investment 

4More  elaborate  discussion  relating  to  this  matter 
is  presented  in  published  paper  (forthcoming)  entitled: 
"The  Management  and  Technological  Transfer 
Through  Japanese  Direct  Investments  in  Indonesian 
Manufacturing  Sectors". 
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activities.  Regarding  technology  sourcing, 
the  direct  cost  of  technology  contracts  for 
most  of  the  companies  was  not  excessive, 
ranging  from  1  to  5  per  cent  of  sales.  How- 
ever, some  restrictions  imposed  on  technolo- 
gy contracts  might  become  a  disadvantage 
for  the  recipients.  It  appears  that  the  bar- 
gaining position  of  local  partners  was  very 
weak  when  dealing  with  technological  mat- 
ters. From  the  field  survey,  we  found  that  at 
the  beginning,  many  local  partners  lacked 
experience  and  did  not  even  have  an  elemen- 
tary level  of  understanding  of  the  technolo- 
gy, namely,  acquisition  capabilities  that  in- 
clude the  ability  to  negotiate  with  foreign 
suppliers  and  procure  technology  from 
various  choices.  Many  local  partners  fully 
relied  on  their  foreign  partners  to  make  deci- 
sions related  to  technological  matters.  The 
survey  attempted  to  uncover  the  relative  cost 
of  technology  and  the  restrictive  clauses  ap- 
pearing in  technology  contracts  (Hakim 
1993).  It  was  found  in  our  survey  many  re- 
strictive technology  practices  imposed  by  the 
licenser  to  limit  the  use  of  their  technology. 
When  asked,  if  there  had  been  technology 
contracts  undertaken,  and  how  much  did  it 
cost,  as  portion  of  the  total  sales,  the  follow- 
ing answers  were  given:  a.  Free  (2)  b.  less 
than  1  per  cent  (.8)  c.  1  to  3  per  cent  (21)  d.  3 
to  5  per  cent  (6)  e.  more  than  5  per  cent  (1). 
We  found  it  difficult  to  generalise  features 
of  technology  costs.  The  costs  varied  depen- 
ding on  the  kinds  of  technology,  the  local 
partner's  position  and  the  agreement  stipu- 
lated during  prior  establishment  of  the  joint 
ventures. 


Technical  Cooperation 

The  number  of  Indonesian  trainees  in 
Japan  through  various  channels,  govern- 
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ment  as  well  as  private,  are  increasing.  In  ad- 
dition to  private  initiatives,  there  are  also 
manpower  development  programmes 
launched  by  the  Indonesian  government  sen- 
ding a  sizeable  number  of  engineers  and 
scientist  to  Japan  using  the  loan  from  the 
Japanese  government.  The  manpower  devel- 
opment programme  is  outlined  in  the  Korean 
experience  (Kim  and  Dahlman  1992).  Heavy 
investments  in  human  resources  in  early  five 
years  laid  an  important  foundation  for  sub- 
sequent economic  development.  Sending  na- 
tionals abroad  for  education,  training  and 
work  experience,  to  collaborate  on  journals, 
and  to  copy  foreign  products,  also  plays  an 
important  role  in  the  formal  transfer  of  tech- 
nology. Higher  mobility  rate  of  experienced 
technical  personnel  is  one  characteristics 
during  further  stages  of  the  development  of 
domestic  industry.  Kim  (1980)  documented 
that  two  thirds  of  firms  in  the  Korean  elec- 
tronics industry  during  the  1960s  and  1970s 
acquired  production  and  product  design 
capability  by  poaching  experienced  technical 
personnel  from  existing  firms.  In  our  study 
the  mobility  rate  in  JDI  firms  is  still  low, 
especially  if  compared  with  the  banking  and 
financial  sectors.  The  most  probable  reason 
is  because  "firms  specific"  make  it  difficult 
for  experienced  technical  personnel  to  move 
from  existing  firms. 

Capital  Goods  Imported 

Essentially  the  technology  embodied  in 
machinery  could  be  easily  copied,  by  pur- 
chasing the  machine.  The  prerequisite  is 
there  should  be  strong  R&D  infrastructures 
to  digest  foreign  technology.  Local  efforts  to 
assimilate,  adapt  and  improve  imported 
technology  and  eventually  develop  one's 
own  technology,  are  crucial  to  augmenting 
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technology  transfer  and  acquisition  of  tech- 
nological capability.  In  fact  the  weak  indi- 
genous R&D  infrastructures  may  be  respon- 
sible for  continuously  being  dependent  on 
foreign  technology.  Although  knowledge 
may  be  transferred  through  various  means, 
the  ability  to  make  effective  use  of  it  cannot 
be  transferred.  This  ability  can  only  be  ac- 
quired through  indigenous  technological  ef- 
forts leading  to  the  acquisition  of  technolo- 
gical capabilities.  Doing  one's  own  research 
development  becomes  increasingly  impor- 
tant. As  discovered  by  Gambardella  (1992): 
"firms  with  better  in-house  scientific  re- 
search raise  the  ability  of  the  firms,  not  only 
to  exploit  internal  science,  but  also  to  avail 
themselves  more  effectively  of  external 
science".  Dependence  on  foreign  capital  for 
export  or  for  development  of  technologically 
sophisticated  industry  needed  for  import 
substitution  is  not  an  adequate  solution. 

Despite  the  fact  that  the  Indonesian  gov- 
ernment has  appropriately  adopted  a  reason- 
ably open  posture  towards  foreign  invest- 
ment, it  is  necessary  to  reshape  the  policy 
that  cope  with  the  question  of  how  the  in- 
dustry could  survive  in  the  world  competi- 
tion. The  ultimate  goal  would  be  achieved 
through  inviting  foreign  investors  to  show 
how  the  industry  could  survive  in  world  com- 
petition for  technological  advancement, 
which  could  be  revealed  using  the  following 
criteria:  (1)  Ability  to  build  up  high  tech- 
nology industries;  and  (2)  Increasing  the 
level  of  confidence  to  cope  with  the  substi- 
tution of  high-tech  products. 

Alternative  Strategy  for  Indonesia's  Indus- 
trialisation 

As  stated  earlier,  the  export  oriented 
policy  of  Indonesia  seems  fruitful  imme- 
diately. Export  promotion  or  outward  look- 


ing export  emphasis  become  the  primary 
engine  of  economic  growth.  The  choice  was 
made  by  some  countries  largely  because  of 
lack  of  natural  resources,  low  capital  accu- 
mulation and  a  relatively  small  domestic 
market  due  to  low  purchasing  power.  How- 
ever, Indonesia  with  a  growing  larger  domes- 
tic market  in  line  with  the  rise  of  people's  in- 
come, should  also  develop  their  industry  for 
the  domestic  market.  It  appears  that  Indone- 
sia lacks  the  basic  industries  that  befit  a 
country  of  its  size.  Indonesia  should  con- 
sider nurturing  potential  industries  using 
the  domestic  market  to  take  advantage 
of  the  "late  comer  effect"  or  'second  stage 
of  import  substitution'  strategy.  Indone- 
sian industrialisation  policy,  through  tech- 
nology, is  a  wise  strategy  aimed  at  acquir- 
ing industrial  skills  by  starting  with  the 
end  and  ending  with  the  beginning  (Raillon 
1990).  Industrialisation  is  stepped  up  in  four 
phases:   First   Stage:    production  under 
license;  progressive  manufacturing  by  full 
mastery  of  processes;  Second  Stage:  Integra- 
tion of  existing  technology  to  make  a  new 
product;  Third  Stage:  Innovation,  design, 
development  and  manufacturing  of  new  pro- 
ducts to  fulfill  future  needs;  Fourth  Stage: 
basic  research,  which  according  to  exper- 
ience in  developed  countries,  usually  comes 
first.  To  implement  this  strategy,  10  indus- 
tries were  selected  as  vehicles  for  industrial 
transformation  process  and  they  are  super- 
vised by  a  higher  level  government  agency, 
namely   Agency   for  Strategic  Industries 
chaired   by  the  Indonesian  Ministry  of 
Science  and  Technology.  The  10  industries 
include:  Iron  and  Steel  production,  Aircraft 
assembly,  Shipyard,  Foundry  and  heavy 
machinery,  Telecommunications,  Diesel  and 
Industrial  equipment,  Explosives,  weapons 
and  amunitions,  Electronic  and  components 
and,  Rolling  Stock.  Some  of  those  selected 
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industries  have  long  histories  dating  back  to 
Dutch  colonialisation,  others  used  to  be  in- 
tended for  military  use  and  then  expanded 
for  wider  use.  The  huge  investment  for  in- 
frastructures and  manpower  development 
programmes  was  made  partly  by  using  for- 
eign loans.  Under  the  scheme  of  a  manpower 
development  programme  utilising  money 
from  Japan  ODA  loans  and  OECF  loans 
through  the  World  Bank,  a  great  number  of 
engineers  and  scientists  would  be  sent 
abroad  for  training.5  The  industry  used  as  an 
example  of  controversy,  the  aircraft  industry 
which  spends  a  lot  of  money  and  sells  the 
product  at  local  civil  and  military  market 
right  now  employ  more  than  15,000  people 
of  which  1,500  are  engineers  and  1,200 
managers.  This  industry  is  still  in  the  "infant 
stage"  and  is  under  heavy  protection.  The 
Indonesian  government  uses  these  industries 
not  merely  as  manufacturing  operations  but 
also  as  a  technology  development  lab.  Des- 
pite criticisms  such  as  expensive  investment 
and  the  fact  that  few  linkages  have  devel- 
oped between  the  industries  and  the  rest  of 
Indonesian  manufacturing  sectors,  develop- 
ment on  basic  and  technology  intensive  in- 
dustries continues.  Efforts  to  integrate  the 
export  oriented  firms  on  one  side  and  inac- 
cessible sources  invented  in  the  strategic  in- 
dustries mentioned  above,  on  the  other  side, 
so  that  they  may  become  an  integrative  pow- 
er for  further  development,  are  essential  in 
strengthening  international  competitiveness 
in  the  face  of  increasing  pressure  from  other 
developing  countries. 

Concluding  Remarks 

The  manufacturing  sector  that  has  re- 
cently received  attention  in  the  Indonesian 

5Same  as  note  2  above. 


economy,  and  manufactured  goods  exported 
recently,  surpased  the  role  of  oil  and  gas  as 
source  of  revenue.  Despite  foreign  direct  in- 
vestment, especially  from  Japan,  and  conti- 
nual growth  both  in  number  and  value,  the 
direct  impact  of  JDI  presence  on  Indone- 
sian foreign  trade  performance  is  less  signi- 
ficant. Indonesia  continuously  imports 
machinery  and  metal -products  from  Japan, 
while  it  exports  mainly  raw  material  especial- 
ly oil  and  gas  at  unfavourable  and  deterio- 
rating terms  of  trade.  The  importance  to 
Indonesia- Japan  economic  relationship  does 
not  lie  in  Japan  as  the  only  trading  partner, 
which  is  shown  by  the  lack  of  significant 
evidence  that  Japan  opens  its  market  more 
to  Indonesian  manufactured  products.  The 
JDI  contribution  is  made  rather  obvious 
through  the  provision  of  management  and 
technical  training  to  local  personnel  who 
then  possibly  transfer  that  human  capital  to 
existing  local  firms  or  use  it  to  establish  new 
ones. 

A  substantial  evidence  suggests  that  the 
importance  of  Japan  in  Indonesia  may  be 
seen  in  the  significant  amount  of  money  allo- 
cated for  transferring  their  technology  to  In- 
donesia in  the  form  of  accepting  Indonesian 
trainees,  dispatching  their  experts  to  Indone- 
sia, the  magnitude  of  technology  licensing 
fees  and  steadily  increasing  amount  of  capi- 
tal goods  imported  from  Japan. 

The  presence  of  Japan  in  the  Indonesian 
economy  is  obviously  shown  through  their 
ODA,  trading  and  investment  fields  and  to  a 
higher  extent,  reflects  an  asysmetric  inter- 
dependence. In  view  of  the  Indonesian  gov- 
ernment's continuous  reliance  upon  foreign 
sources  for  its  industrialisation,  the  pro- 
blems that  should  be  carefully  assessed  are 
related  to  the  decision  making  role  with 
respect  to  external  funding,  that  is:  (1)  Capa- 


JAPAN-INDONESIA  ECONOMIC  RELATIONS 


409 


bility  to  withstand  undue  influence  of  finan- 
cing agencies  in  project  evaluation;  (2) 
Amount  of  aid  without  political  assistance; 
(3)  Degree  of  autonomy  with  respect  to  selec- 
tion of  foreign  experts;  (4)  Capability  to 


select  and  accept  assistance  which  will  streng- 
then national  technological  capabilities;  and 
(5)  Availability  of  "non-tied"  technical 
assistance  (with  respect  to  purchase  of  spare- 
parts,  capital  goods,  expatriates). 
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Japan's  Role 
in  Indonesia's  Development 


Sudarsono  Hardjosoekarto 


THE  title  of  this  paper  purports  to  in- 
dicate the  main  characteristics  of  the 
(economic)  relationship  between  Ja- 
pan and  Indonesia,  namely  as  asymmetric 
relationship.  The  role  of  Japan  in  Indone- 
sia's development  is.  undoubtedly  not  in- 
significant, whereas  the  role  of  Indonesia  in 
Japanese  development  is  relatively  limited. 
For  Indonesia,  Japan  is  the  biggest  export 
market,  the  major  source  of  imports,  largest 
supplier  of  private  investment,  as  well  as  the 
largest  donor  of  ODA.  However,  one  should 
not  neglect  the  complementary  nature  of  the 
relationship  between  the  two  nations.  As  a 
matter  of  fact,  Japanese  economy  has  bene- 
fitted from  Indonesia's  natural  resources, 
market  and  labour  force.  Given  Indonesia's 
significant  geo-political  position,  with  im- 
portant sealanes  located  within  its  national 
boundaries,  its  political  stability  and  con- 
tinuous economic  growth  this  country  is  not 
unimportant  to  Japan.  Indonesia,  on  the 
other  hand,  has  made  effective  use  of 
Japanese  capital,  technology  and  market  for 
its  economic  development. 


There  are  several  ways  to  evaluate  the 
role  of  Japan  in  Indonesia's  development; 
some  can  be  quantified  and  some  cannot 
easily  be  quantified.  In  this  paper,  four 
issues  will  be  examined,  namely:  (1)  the  role 
in  trade;  (2)  the  role  in  finance  and  economic 
cooperation;  (3)  the  role  in  direct  invest- 
ment; and,  (4)  the  role  of  technology,  re- 
source and  information  transfer. 

Before  elaborating  on  each  of  the  issues 
mentioned  above,  it  may  be  useful  to  review 
Indonesia's  development  strategies  which  to 
some  extent  have  influenced  the  relationship 
between  Japan  and  Indonesia.  As  widely 
known,  there  are  three  identifiable  phases  in 
Indonesia's  development,  each  of  which  was 
marked  by  dramatic  changes  in  the  price  of 
oil.  These  are:  (1)  the  initial  stabilisation 
period  1967-1972;  (2)  the  oil  boom  years 
1973-1982;  and,  (3)  the  oil  price  decline 
period  of  1983  up  to  the  present. 

In  the  initial  stabilisation  period,  the  em- 
phasis was  laid  on  the  development  of  the 
agricultural  sector.  An  irrigation  system, 
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transportation  infrastructure  needed  to  carry 
out  agricultural  products  from  production 
areas  to  the  market  as  well  as  research  and 
development  on  agriculture  related  matters 
were  among  the  important  development 
priorities  in  this  period.  The  industrialisation 
process  of  this  period  was  still  marked  by 
natural  resources  development. 

During  the  oil  boom  years,  the  develop- 
ment of  the  agricultural  sector  was  still  given 
much  attention,  especially  in  achieving  the 
stage  of  self-sufficiency.  While  the  oil  money 
was  used  to  develop  irrigation  facilities  to 
ensure  the  self-sufficiency  of  rice,  the  in- 
dustrial sector  was  also  promoted.  Import 
substitution  in  final  consumer  goods  was 
given  priority  at  the  early  years  of  this 
period. 

The  import  substitution  policy  was  con- 
tinued during  the  subsequent  years  of  the  oil 
boom  period,  but  the  emphasis  was  shifted 
from  final  consumer  goods  to  import  substi- 
tution of  intermediate  goods-. 

The  decline  of  oil  prices  beginning  in 
1982  forced  the  government  to  promote  non- 
oil  exports  and  the  role  of  the  private  sector. 
Through  a  series  of  deregulation  and  de- 
bureaucratisation  policies,  the  export 
oriented  strategy  replacing  the  old  import 
substitution  was  promoted  in  this  period. 

These  development  strategies  are  believed 
to  have  significantly  influenced  the  structure 
of  trade,  development  finance,  patterns  of 
investment,  and  the  structure  of  economic 
cooperation  ~  main  indicators  of  the  Indo- 
nesian economy  which  will  be  evaluated  in 
relation  to  an  examination  of  the  role  of 
Japan  in  Indonesia's  development.  Needless 
to  say,  while  domestic  economic  policies  and 
conditions  have  exerted  a  great  influence,  ex- 
ternal developments,  including  those  in  the 


Japanese  domestic  economy,  have  also 
shaped  the  relationship. 

Japan's  Role  in  Indonesia's  Trade 

Table  1  shows  Japan's  trade  relations 
with  Indonesia  and  with  other  regions.  In- 
donesia's exports  to  Japan  in  1990  amounted 
to  US$12,744  million,  or  49.63  per  cent  of 
Indonesia's  total  exports.  Indonesia's  im- 
ports from  Japan  in  the  same  year  was 
US$5,052  million  or  23.03  per  cent  of  Indo- 
nesia's total  imports.  This  figure  clearly  in- 
dicates the  importance  of  Japan  as  the  main 
market  for  Indonesia's  exports  and  as  the 
main  supplier  of  imported  goods  to  Indone- 
sia. 

The  share  of  Indonesia's  exports  to 
Japan,  however,  accounted  for  only  23.99 
per  cent  of  the  total  exports  of  Local 
Economic  regions  in  Asia  to  Japan,  and  was 
only  1.8  per  cent  of  total  world's  exports  to 
this  country.  These  figures  indicate  that,  in 
terms  of  export  volume  in  non-oil  items,  In- 
donesia's role  in  the  political  economy  of 
Japan  is  relatively  limited. 

Although  items  under  SITC  3,  namely 
mineral  fuels,  lubricants  and  the  like  still 
contribute  the  biggest  share  of  Indonesia's 
export  to  Japan,  the  general  pattern  of  trade 
between  the  two  nations  has  considerably 
changed.  As  shown  in  Table  2  the  share  of 
SITC  3  declined;  83.0  per  cent,  94.7  per  cent 
and  67.3  per  cent  in  1975,  1983,  and  1991, 
respectively.  Ranked  second  was  SITC  0 
—  food  and  live  animal  —  or  SITC  6  manu- 
factured goods.  The  share  of  both  items 
changed  substantially.  In  1975  SITC  0  and 
SITC  6  contributed  2.9  per  cent  and  0.9  per 
cent,  respectively.  But,  the  share  changed 
significantly  in  1991   with  manufactured 
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Table  2 

MATRIX  OF  EXPORT-IMPORT  INDONESIA- JAPAN 
(in  Per  Cent) 


1078 

1083 

1001 

Coda 

Description 

Export 

to 
Japan 

Import 
from 
Japan 

Export 

to 
Japan 

Import 
from 
Japan 

Export 

to 
Japan 

Import 
from 
Japan 

0. 

Food  and  Uva  Animal 

2.0 

0.8 

1.8 

0.7 

0.8 

0.3 

4, 

Bavaragas  and  Tobacco 

0.0 

0.0 

0.0 

0.0 

0.1 

0.0 

2. 

Crude  Materials,  Inedible 

12.4 

2.1 

2.0 

1.8 

7.4 

2.3 

3. 

Mlnaral  Fuels,  Lubricants,  ate. 

83.0 

0.4 

04.7 

0.8 

87.3 

0.7 

4. 

Animal  &  Vegetable,  oils  and  fata 

0.7 

0.0 

0.0. 

0.1 

0.1 

O.t 

8. 

Chemicals 

0.1 

13.8 

0.0 

11.7 

0.4 

0.0 

e. 

Manufactured  Gooda 

0.0 

33.7 

1.1 

27.6 

13.1 

18.4 

7. 

Machinery  and  Transportation  equipment 

0.0 

47.3 

0.0 

84.0 

O.S 

88.0 

8. 

Misc.  manufactured  articles 

0.1 

2.0 

0.0 

2.8 

4.3 

4.4 

0. 

Commodities  &  Transaction  NCAK 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

10. 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Source:    Central  Bureau  of  Statistics  (calculated). 


INDONESIA'S  IMPORT  FROM  JAPAN,  1975 


Description 

Value  CIF 

Coda 

(US$) 

a(%) 

b{%) 

732 

Road  Motor  Vehicles 

266.760,000 

22.5 

18.1 

710 

Mach.  &  Appliances  &  Mach.  Parts 

130,376,130 

11.8 

0.4 

878 

Tubes,  Pipes  &  Flrrlngs,  IR/ST 

114.747,208 

0.7 

7.8 

674 

Plates  &  Sheets  of  Iron/Steel 

81,216,210 

6.0 

5.5 

717 

Textiles  &  Leather  Machinery 

70.765,236 

6.0 

4.8 

873 

Iron  &  Steelbars,  Rods,  etc. 

64,068,787 

5.4 

4.3 

581 

Plastic  Material  &  Artresln- 

82,130,002 

5.2 

4.2 

561 

Fertllizers,  manufactured 

50,070.527 

5.0 

4.0 

.722 

Elect.  Power  Match  &  Switchgear 

42.264,133 

3.6 

2.0 

711 

Power  Gen.  Mach.  Not  Electr. 

41,876,271 

3.5 

2.8 

718 

Machines  for  Spec.  Industries 

36,650,401 

3.1 

2.5, 

881 

Lime,  Cement  &  Fab.,  Building  Mat. 

30:853,072 

2.6 

2.1 

268 

Synthetic  &  Regenerated  Fibres 

24,324,804 

2.1 

1.6 

735 

Ships  and  Boats 

24,167,814 

2.0 

1.6 

653 

Textile  Fabrics,  wqven 

23,620,326 

2.0 

1.6 

801 

Structural  Parts  &  struc.  N.E.S. 

22.892.484 

1.0 

1.5 

724 

Telecommunication  Apparatus 

20.308,080 

1.7 

1.4 

681 

Textile  Yam  and  Thread 

10,803,208 

1.7 

1.3 

812 

Organic  Chemicals 

10,728,030 

1.7 

1.3 

600 

Chemical  Materials  &  Prod.  N.E.S. 

10;42O,4B4 

1.6 

1.3 

Total  20  Kerns 

1,184,140,274 

100.0 

Total  Imports 

1.477,315,488 

80.2 

a  =  percentage  from  total  20  items. 
b=  percentage  from  total  imports. 


Source:    Central  Bureau  of  Statistics  (calculated). 
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goods  in  the  second  rank  followed  by  SITC 
2,  contributing  13.1  per  cent  and  6.8  per 
cent,  respectively.  Export  figures  in  1991 
also  showed  the  emergence  of  new  items 
categorised  into  SITC  8,  namely  miscel- 
laneous manufactured  articles.  The  share  of 
these  items  increased  from  0.9  per  cent  in 
1975,  4.3  per  cent  in  1991 .  The  greater  diver- 
sity of  exports  items  in  1991  certainly  was  at- 
tributed to  the  success  of  the  export  oriented 
policy  promoted  by  the  Indonesian  govern- 
ment. 

Meanwhile,  Indonesia's  imports  from 
Japan  were  mainly  in  items  under  SITC  7 
(machinery  and  transportation  equipments) 
and  SITC  6  (manufactured  goods).  The 
shares  of  both  items  in  1991  were  65.9  per 
cent  and  16.4  per  cent  respectively. 

Rather  detailed  figures  are  shown  in 
Tables  3,  4,  5,  6,  7,  and  8.  In  1975,  the  big 
four  import  items  were  road  motor  vehicles 


(732);  machineries  and  appliances  and 
machinery  parts  (719);  tubes,  pipes  and 
furring  (678);  and  plates  and  sheets  of  iron 
(674).  In  1983,  the  big  four  import  items 
were  still  occupied  by  items  under  SITC  6 
and  7,  namely  universal,  plates  and  sheets  of 
iron  or  steel  (674);  motor  vehicles  for  the 
transport  of  goods  (782);  other  machines 
and  equipments  specialised  for  particular  in- 
dustry (728);  and  tubes,  pipes  and  furring  of 
iron  or  steel  (678).  In  1991,  SITC  7  items  oc- 
cupied the  big  four:  textile  and  leather 
machinery,  and  parts  thereof  (724);  parts 
and  accessories  of  the  motor  vehicles  (784); 
internal  combustion  piston  engines  and  parts 
(713),  and  civil  engineering  and  contractor 
plants  and  equipment  and  parts  (723). 

The  change  in  import  pattern,  was  attri- 
buted partly  to  the  change  in  Japan's  invest- 
ment pattern  in  response  to  the  development 
strategies  promoted  by  the  Indonesian  gov- 


Table  4 

INDONESIA'S  IMPORT  FROM  JAPAN,  1983 


Cod* 

Description 

Value  CIF 
(US$) 

a(%) 

b(%) 

874 

Universal,  plates  and  sheets  of  Iron  or  steel 

346,202,735 

14.8 

9.1 

782 

Motor  vehicle  for  the  transport  of  goods 

326,277,240 

13.9 

B.6 

728 

Other  machine  and  equipment  specialized  for  particular  industry 

239.825.563 

10.2 

6.3 

678 

Tubes,  pipes  and  firrlngs  of  iron  or  steel 

187,814,607 

8.0 

4.9 

741 

Heating  and  cooling  equipment  and  parts  thereof;  N.E.S 

129,452,849 

5.5 

3.4 

781 

Passenger  motor  car 

122,036,928 

5.2 

3.2 

691 

Structures  and  parts  of  Iron,  steel  or  aluminium 

108.791.835 

4.6 

2.9 

723 

Civil  engineering  and  contractor  plant  and  equipment  and  parts 

90,525,162 

3.9 

2.4 

713 

Internal  combustion  piston  engines  and  parts 

84,723.976 

3.6 

2.2 

673 

Iron  and  steel  bars,  rods,  angels,  shapes  and  sections 

78,104,880 

3.3 

2.1 

744 

Mechanical  handling  equipment  and  parts  thereof,  N.E.S 

76,415,584 

3.3 

2.0 

583 

Polymerization  and  copolymerlza  products 

76,358,995 

3.3 

2.0 

743 

Pumps  and  compressors;  fans  &  blowers;  centrifuges  and  parts 

74,340,847 

3.2 

2.0 

749 

Non-electric  parts  and  accessories  of  Machinery;  N.E.S 

69,355,684 

3.0 

1.8 

793 

Ships,  boats  and  floating  structures 

61,061,786 

2.6 

1.6 

716 

Rotating  electric  plant  and  parts  thereof,  N.E.S 

56,209,183 

2.4 

1.5 

727 

Food-processing  machines  and  parts  thereof,  N.E.S 

56,088,791 

2.4 

1.5 

742 

Pumps  for  Liquid  and  parts 

54,998.625 

2.3 

1.4 

724 

Textile  and  leather  machinery,  and  parts  thereof.  N.E.S 

84,319,760 

2.3 

1.4 

811 

Hydrocarbon,  N.E.S  and  their  halogenated 

52,684.679 

2.2 

1.4 

Total  20  Items 

2.345,508.689 

100.0 

Total  Imports 

3/797,934.265 

01 .8 

Source:    Central  Bureau  of  Statistics  (calculated). 


Table  5 


INDONESIA'S  IMPORT  FROM  JAPAN,  1991 


L»oao 

Description 

Value  CIF 

a  (%) 

b(%) 

(USt) 

724 

Textile  and  leather  machinery,  and  parte  thereof,  N.E.S 

7n7  nan  770 
/ u  /  ,oy o,  i  iv 

1 7.1 

1 1 .  i 

784 

Parti  and  accessories.  N.E.S  of  the  motor  vehicles 

2,  i  4  nan  a~rn 

631 ,069,079 

4  K  Q 

1  O.o 

9.9 

713 

Internal  combustion  piston  engines  and  parts 

a,  n  cot  cc*7 

31 0,687,557 

"7  A 
/  .O 

A  O 
4.B 

723 

Civil  engineering  and  contractor  plant  and  equipment  and  parts 

ncn  cnE  nnA 
259,525,091 

O.O 

4.1 

673 

Flat  rolled  products  not  clad 

nnc  ann  nna 
225,600,390 

A  A 

0.0 

Q  A 

O.O 

679 

Tubes,  pipes,  hollow  profile,  pipe,  fitting  of  Iron  or  steel 

217,069,347 

5.3 

3.4 

741 

Heating  and  cooling  equipment  and  parts  thereof,  N.E.8 

o  a  n  in  d  Ann 

21  2,298,02o 

A  1 

0.1 

3.3 

728 

Other  machine  and  equipment  specialized  for  particular  Industry 

4  a  n  tan  a  ~r  a 

1  88, 709,470 

A  A 

4.0 

3.0 

785 

Motorcicles,  motor  scooters  and  other  cycles  motorized  and  non-motor 

■  i  no  o7n  ra  1 
1  0  4i,W  fXJ, 0**l 

9  Q 

781 

Passenger  motor  car 

1  57,791  ,/DO 

4  A 

O  A 

764 

Telecommunication  equipment,  N.E.S  and  parts 

1  JO,  1  f  1  ,UDO 

3  2 

2  1 

703 

Ships,  boats,  and  floating  structures 

1  OA  fl7Q  7AO 

3.1 

2.0 

744 

Mechanical  handling  equipment  and  parts  thereof,  N.E.S 

117.261,585 

2.8 

1.6 

725 

Paper  mill  and  pulp  milt  machinery,  paper  cutting  machine 

111,921,011 

2.7 

1.6 

575 

Other  plastics  in  primary  forms 

110,206,514 

2.7 

1.7 

743 

Pumps  and  compressors:  fans  &  blowers  centrifuges  and  parts 

100,704.919 

2.4 

1.6 

513 

Carboxylic  acids,  and  their  anhydrides,  halldes,  peroxides 

99,474,436 

2.4 

1.6 

778 

Electrical  machinery  and  apparatus  N.E.S 

81,177,460 

2.0 

1.3 

874 

Measuring,  checking,  analyzing  and  controlling  instrument  &  apparatus 

80,353,084 

1.9 

1.3 

699 

Manufactures  of  base  metal  N.E.S 

78,989,091 

1.9 

1.2 

Total  20  items 

4.133.019.911 

100.0 

Total  Imports 

6,394,659,170 

64.6 

a  =  percentage  from  total  20  items. 
b=  percentage  from  total  imports. 

Source:    Central  Bureau  of  Statistics  (calculated). 


Table  6 


INDONESIA'S  EXPORT  TO  JAPAN,  1975 


Code 

Description 

Value  FOB 

a(%) 

b(%) 

(US$) 

331 

Crude  petroleum 

2,370,740,290 

75. B 

75.7 

242 

Wood,  rough/roughly  squared 

267,379,540 

8.6 

8.5 

332 

Petroleum  products 

228,850,822 

7.3 

7.3 

283 

Ores  a  cone,  of  non-ferrous  met 

91,025,257 

2.0 

2.9 

031 

Fish,  fresh  &  simply  preserved 

73,087,740 

2.3 

2.3 

687 

Tin 

25,024,248 

0.8 

0.8 

422 

Other  fixed  vegetable  oils 

20,474,293 

0.7 

0.7 

284 

NorHerrous  metal  scrap 

11,348.109 

0.4 

0.4 

071 

Coffee 

9,420,189 

0.3 

0.3 

231 

Crude  rubber 

0,855,874 

0.3 

0.3 

061 

Sugar  and  honey 

5,568,223 

0.2. 

0.2 

221 

Oil-seeds,  oil  nuts  a  kernels 

3,927.400 

0.1 

0.1 

883 

Dev.  cinematographic  film 

2,440,619 

0.1 

0.1 

211 

Hides  &  skins,  undressed 

2,148,807 

0.1 

0.1 

241 

Fuel  wood  and  charcoal 

1,338,385 

0.0 

0.0 

243 

Wood,  shaped/simply  worked 

1,122,175 

0.0 

0.0 

551 

Ess,  oils,  perfumes  *.  flav.  mat 

940,058 

0.0 

0.0 

512 

Organic  chemicals 

838,142 

0.0 

0.0 

657 

Floor  coverings,  etc 

641 ,594 

0.0 

0.0 

044 

Maize  (corn),  unmllled 

547,711 

0.0 

0.0 

Total  20  Items 

3,126,598,275 

100.0 

Total  Exports 

3,131,740,357 

99.8 

a  =  percentage  from  total  20  items. 
b  =  percentage  from  total  exports. 

Source:    Central  Bureau  of  Statistics  (calculated). 


Table  7 

INDONESIA'S  EXPORT  TO  JAPAN,  1983 


Code 

Dmerlrtllnn 

Uali  CAR 

value  r  ud 

 1 

a  (%) 

b(%) 

(USS) 

333 

Petroleum  oil,  crude 

86  6 

27.2 

341 

Gns,  natural  and  manufactured 

2,562,655,922 

26  6 

13  0 

334 

Petroleum  products,  refined 

726,504,878 

7  5 

3  7 

287 

Ores  and  concentrates  of  base  metal,  N.E.S 

258.652,775 

2.7 

1 .3 

247 

Other  wood  in  the  rough  or  roughly  squared 

203,326,902 

2.1 

1  0 

039 

Crustaceans  and  molluscs  whether  In  shell  or  not  fresh 

175,885,270 

1 .8 

0.9 

S84 

Aluminium 

130,913.292 

1 .4 

0.7 

071 

Coffee  and  coffee  substitutes 

77,681 ,749 

0.8 

0.4 

B34 

Veneers,  plywood.  Improved  or  reconstituted  wood,  worked,  N.E.S 

47,926,793 

0.5 

0.2 

232 

Coal,  lignite  and  peat 

35,640,426 

0.4 

0.2 

248 

Wood,  simply  worked  and  railway  sleeper  of  wood 

10,921,646 

0.1 

0.1 

0S1 

Sugar  and  honey 

10,109,503 

0.1 

0.1 

653 

Fabrics,  woven,  of  man-made  fibres 

9,841,559 

0.1 

0.1 

081 

Feeding  stuff  for  animals 

B.480,205 

0.1 

0.0 

335 

Residual  petroleum  products,  N.E.S  and  related  material 

7,247,744 

0.1 

0.0 

659 

Floor  coverings,  etc. 

7,191,659 

0.1 

0.0 

034 

Fish,  fresh,  chilled  or  frozen 

7,101,391 

0.1 

0.0 

931 

Special  transactions  and  commodities  N.C.A 

4,618,594 

0.0 

0.0 

035 

Fish,  dried  salted  or  In  brine;  smoked  fish 

4.077,732 

0.0 

0.0 

667 

Pearl,  precious  and  semi-precious  stones 

3,759,680 

0.0 

0.0 

Total  20  Items 

9,635,810,903 

100.0 

Total  Exports 

19,678.235,773 

21.8 

a  =  percentage  from  total  20  items. 
b  =  percentage  from  total  exports. 


Source:    Central  Bureau  of  Statistics  (calculated). 


Table  8 

INDONESIA'S  EXPORT  TO  JAPAN,  1991 


Code 

Description 

Value  FOB 

•<*) 

b(%) 

(USS) 

343 

Natural  gas,  liquefied  or  not 

3,100,823,510 

30.6 

28.1 

333 

Petroleum  oil,  crude 

2,990,524,265 

29.5 

27.6 

634 

Veneers,  plywood,  Improved  or  reconstituted  wood,  worked,  N.E.S 

938.353,788 

9.2 

8.7 

334 

Petroleum  products,  refined 

731,783,778 

7.2 

9.8 

036 

Crustaceans  moluscs  and  aquatic  Invertebrates 

467,332,983 

4.8 

4.5 

283 

Cooper  ores  and  concentrates 

344,615,688 

3.4 

3.2 

342 

Liquefied  propane  and  butane 

327,411,701 

3.2 

3.0 

286 

Non-ferrous  base  metal  waste  and  scrap,  N.E.S 

245,876,136 

2.4 

2.3 

684 

Aluminium 

153,060,229 

1.5 

1.4 

821 

Furniture  and  parts  thereof 

135,245,119 

1.3 

1.3 

248 

Wood,  simply  worked  and  railway  sleeper  of  wood 

108,886,761 

1.1 

1.0 

034 

Fish,  fresh,  chilled  or  frozen 

102,787.259 

1.0 

1.0 

321 

Coal,  pulverized  or  not 

87,315,593 

0.9 

0.8 

071 

Coffee  and  coffee  substitutes 

86,1 16,200 

0.8 

0.8 

835 

Wood  menufactures,  N.E.S 

67,464,361 

0.7 

0.6 

851 

Footwear 

64.334,829 

0.0 

0  6 

231 

Natural  rubber  latex;  natural  rubber  and  reclaimed  rubber 

50.373,789 

0.5 

0.5 

841 

Men's  coats,  jacket,  not  knitted 

45.500.495 

0.4 

0.4 

673 

Flat  rolled  product  not  clad 

39.907,453 

0.4 

0  4 

842 

Women's  coats.  Jacket,  not  knitted 

37.579,079 

0.4 

0.3 

Total  20  Items 

10,145,293,003 

100.0 

Totnl  Expott« 

10.7fl5,0  13.230 

94.2 

a  =  percentage  from  total  20  items. 
b=  percentage  from  total  exports. 


Source:    Central  Bureau  of  Statistics  (calculated). 
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ernment.  The  important  features  of  policies 
to  promote  exports  through  the  promotion 
of  export  oriented  foreign  investments  are  as 
follows:  (1)  export  oriented  foreign  firms 
could  have  up  to  95  per  cent  foreign  owner- 
ships; (2)  they  could  utilise  low  interest  ex- 
port credit;  and,  (3)  joint  ventures  with  75 
per  cent  or  more  Indonesian  equity  could 
undertake  domestic  distribution  previously 
prohibited  for  joint  ventures. 

On  the  export  side,  it  is  noted  that  in 
1975  the  big  four  export  items  consisted  of 
SITC  2  and  3,  namely  crude  petroleum 
(331);  rough  wood/roughly  squared  (242); 
petroleum  products  (332);  and  ores  and  con- 
centrate of  non-ferrous  metal  (283).  In  1983, 
the  big  four  were  petroleum  oil,  crude  (333); 
gas,  natural  and  manufactured  (341);  petro- 
leum products,  refined  (334);  and  ores  and 
concentrate  of  base  metal,  N.E.S.  (247).  In 
1991,  the  big  four  were  natural  gas,  liquefied 
or  not  (343);  petroleum  oil,  crude  (333); 
veneers,  plywood,  improved  or  reconstituted 


wood,  worked,  N.E.S.  (634);  and  petroleum 
products,  refined  (334). 

It  is  clear  that  mineral  fuels,  lubricants 
and  the  like  dominated  the  export  items  from 
Indonesia  to  Japan.  In  recent  years,  how- 
ever, manufactured  goods  have  surfaced, 
especially  SITC  634  -  veneers,  plywood,  im- 
proved or  reconstituted  wood,  worked, 
N.E.S.,  and  684  --  aluminum.  Furniture  and 
parts  thereof  categorised  into  miscellaneous 
manufactured  articles  have  also  become  a 
major  export  item  to  Japan.  Meanwhile, 
SITC  0  -  food  and  live  animal  ~  represented 
by  crustaceans  molluscs  and  aquatic  inverte- 
brates (036),  and  fish  --  fresh,  chilled  or 
frozen  (034)  have  become  increasingly  im- 
portant. 

In  general,  Indonesia's  trade  intensity 
increased  vis-a-vis  Japan  as  indicated  by 
the  increase  of  the  trade  intensity  index  from 
2.5  in  1982  to  4.8  in  1989  (Arief  and  Tan 
1992).  It  means  that  the  composition  of  corn- 


Table  9 


MATRIX  OF  JAPAN'S  TRADE 
(Share  of  Manufactured  Goods  to  Total  Trade;  Per  cent) 


Country 

Imports 

Exports 

1981 

1985 

1990 

1981 

1985 

1990 

Thailand 

18.1 

23.3 

44.7 

83.4 

83.0 

89.1 

Malaysia 

12.4 

6.2 

15.2 

91.8 

91.3 

91.0 

Brunei 

0.0 

0.0 

0.0 

99.2 

98.8 

98.4 

Singapore 

12.4 

14.7 

32.7 

92.8 

91.5 

91.2 

Indonesia 

1.1 

4.0 

14.9 

86.9 

81.0 

86.5 

Philippines 

8.3 

17.1 

30.7 

84.4 

82.6 

85.5 

Manufactured  goods  are  SITC  (6  +  7  +  8) 
Source:    OECD  (various  issues). 
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modities  exported  by  Indonesia  tended  to 
meet  with  the  composition  of  commodities 
imported  by  Japan. 

Meanwhile,  as  can  be  seen  in  Table  9  the 
share  of  manufactured  goods  (SITC  6  +  7  + 
8)  in  Japan's  imports  from  Indonesia  in- 
creased considerably  from  1.1  per  cent  in 
1981  to  4.0  per  cent  in  1985  and  14.9  per  cent 
in  1990.  It  means  that  while  Japan's  FDI 
supported  the  structural  change  in  Indo- 
nesia's economy,  Japan's  market  also 
facilitated  export  promotion  by  opening  its 
market  for  manufactured  goods  produced  in 
Indonesia. 


The  Role  of  Finance  and  Economic 
Cooperation 

In  Indonesia's  development  of  finance, 
foreign  aid  has  played  an  important  role, 
especially  with  the  introduction  of  the  princi- 
ple of  a  balanced  budget.  Though  foreign 
assistance  is  often  stated  as  merely  comple- 
mentary in  nature,  the  role  of  foreign  aid  is 
crucial  in  balancing  the  budget:  any  shortfall 
in  domestic  revenues  is  to  be  met  only  by 
foreign  financing,  primarily  foreign  aid. 
Foreign  aid  used  to  be  in  the  form  of  a  con- 
sortium of  donors  to  Indonesia,  IGGI  and 
Non-IGGI  loans.  IGGI  loans  were  classified 
into  bilateral  ODA,  multilateral  ODA,  and 
other  loans.  As  evident  in  Table  10,  in  the 
fiscal  year  1969/1970,  total  foreign  aid  ac- 
counted for  27.1  per  cent  of  the  total  re- 
venues amounting  to  Rp91.0  billion.  The 
shares  of  total  foreign  aid  in  the  total  re- 
venues were  17.4  per  cent,  21.2  per  cent,  and 
20.5  per  cent  in  the  fiscal  years  1973/1974, 
1983/1984,  and  1991/1992,  respectively.  In 
short,  the  role  of  Japan  in  Indonesia's  finan- 
cial development  is  noticeable  from  Japan's 


THE  INDONESIAN  QUARTERLY,  XXI/4 

loan  commitments  to  Indonesia.  In  the  case 
of  the  IGGI  loan,  the  share  of  Japan's  com- 
mitment was  21.4  per  cent  in  1969/1970, 
26.3  per  cent  in  1973/1974,  and  21.4  per  cent 
in  1983/1984,  and  36.7  per  cent  in 
1989/1990,  respectively  (see  Table  11a  and 
lib). 

Figures  of  Indonesia's  external  public 
debt  outstanding,  as  shown  in  Table  12,  also 
show  the  importance  of  Japan  in  Indonesia's 
financial  development.  As  of  December  31, 
1989,  out  of  US$59,343.6  million  of  total  In- 
donesia's external  public  debts,  excluding 
those  from  multilateral  agencies,  about  36.7 
per  cent  was  contributed  by  Japan. 

Meanwhile,  in  1970,  Japanese  ODA  to 
Indonesia  in  the  form  of  loans,  grants  and 
technical  assistance  amounted  to  US$98.8, 
US$24.2,  and  US$2.9,  respectively.  In  1980, 
the  total  aid  increased  by  97  per  cent  from 
1970,  amounting  to  US$190.8,  US$26.5,  and 
US$32.7  in  the  form  of  loans,  grants  and 
technical  assistance.  In  1990,  the  aid  reached 
US$700.7,  US$58.4,  and  US$108.7  respec- 
tively in  the  form  of  loans,  grants  and 
technical  assistance.  For  twenty  years,  total 
Japanese  aid  to  Indonesia  increased  by 
583  per  cent.  As  shown  by  Table  13,  In- 
donesia is  the  top  recipient  of  Japanese 
ODA.  This  figure  again  underlines  the  im- 
portance of  Japan  in  Indonesia's  develop- 
ment. 

Most  of  the  aid  from  Japan  were  ex- 
tended to  help  provide  basic  infrastructures. 
Up  to  1990,  the  shares  of  Japanese  aid  aimed 
at  improving  infrastructures  and  other  fields 
were:  31  per  cent  in  energy  supply,  10  per 
cent  in  flood  control,  76  per  cent  in  tele- 
phone lines  in  Jakarta,  14  per  cent  in  the  im- 
provement of  railways,  1 1  per  cent  in  the  im- 
provement of  roads,  46  per  cent  in  the  pro- 
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Table  12 

INDONESIA'S  EXTERNAL  DEBT  OUTSTANDING 
(AS  OF  DECEMBER  31,  1989)  ($  Million) 


 Debt  Outstanding  

Disbursed         Undisbursed  Total 


Suppliers'  credits 

3,050.5 

1,985.9 

5,036.5 

Japan's  share  (%) 

(98.6) 

(99.8) 

(99.1) 

Financial  institutions 

6,498.2 

2,032.7 

8,530.9 

Japan's  share  (%) 

(51 .2) 

(36.4) 

(47.7) 

Bonds 

814.4 

814.4 

Japan's  share  (%) 

(6.0) 

(6.0) 

Multilateral  loans 

11,885.4 

6,336.5 

18,221.9 

Bilateral  loans 

16,038.3 

6,644.5 

22,682.8 

Japan's  share  (%) 

(52.1) 

(61.8) 

(54.9) 

Export  credits 

2,611.8 

1,317.8 

3,929.5 

Japan's  share  (%) 

(7.0) 

(0.8) 

(4.9) 

Total  external  public  debt  (a) 

41,026.1 

18,317.5 

59,343.6 

Japan's  share  (b)  (%) 

(36.0) 

(37.3) 

(36.7) 

(a)  Includes  nationalisation. 

(b)  Excludes  Japan's  contribution  to  multilateral  agencies. 

Source:    World  Bank.  Indonesia-Foundations  for  Sustained  Growth  (May,  1990);  Hadi  Soesastro  (1991). 


Table  13 

THE  TEN  MAJOR  RECIPIENTS  OF  BILATERAL  ODA 


1970  1980    1990  ' 


Amount 

Amount 

Amount 

Country 

(USSm) 

Country 

(USSm) 

Country 

(USSm) 

Indonesia 

126 

Indonesia 

350 

Indonesia 

868 

Korea 

37 

Bangladesh 

215 

China 

723 

Pakistan 

4(5' 

Thailand 

190 

Philippines 

647 

India 

33 

Myanmar 

152 

Thailand 

419 

Philippines 

19 

Egypt 

123 

Bangladesh 

374 

Thailand 

17 

Pakistan 

112 

Malaysia 

373 

Iran 

12 

Philippines 

94 

Turkey 

324 

Myanmar 

12 

Korea 

76 

Pakistan 

194 

China 

10 

Malaysia 

66 

Sri  Lanka 

176 

Singapore 

6 

Sri  Lanka 

45 

Poland 

150 

World  Total 

372 

1.961 

6,940 

Source:    Fujimura  (1992). 


Type  of  creditor/ 
Creditor  country 
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vision  of  drinking  water  and  water  treat- 
ments, 29  per  cent  in  the  improvement  of 
education  and  human  resources  develop-1 
ment,  and  6  per  cent  in  agriculture.  Accor- 
ding to  Hadi  Soesastro  (1991)  of  CSIS,  the 
economic  infrastructure  was  an  area  that 
was  seen  by  the  Indonesian  government  as 
well  as  by  the  public  at  large  as  the  most  ap- 
propriate for  Japan's  participation  in  In- 
donesia's development. 

The  substantial  role  of  Japan  in  Indone- 
sia's financial  development,  however,  was 
also  causing  some  problems.  First  of  all,  In- 
donesia's external  debt  service  burden  was 
becoming  increasingly  vulnerable  to  changes 
in  the  exchange  rate  of  several  key  curren- 
cies, especially  of  the  Yen  against  the  dollar 
in  1985/1986.  Second,  since  1987/1988  Indo- 
nesia's external  public  debt  service  payment 
had  exceeded  the  amount  of  new  foreign  aid 
commitments.  Third,  as  the  growth  of  ex- 
port lagged  behind  the  growth  of  external 
debt  service  payment,  the  Debt  Service  Ratio 
exceeded  far  above  the  "critical"  point  of  20 
per  cent.  Recent  figures  show  that,  Indone- 
sia's DSR  which  involved  the  government 
and  the  private  sector  rose  from  27.8  per 
cent  at  the  end  of  1990  to  30. 1  per  cent  at  the 
end  of  1991. 

Several  attempts  had  been  made  by  the 
government  of  Indonesia  to  overcome  the 
heavy  burden  in  financial  development.  To 
note  one  which  was  closely  related  to  the  role 
of  Japan  was  a  proposal  made  by  former  In- 
donesian Minister  of  Finance,  Prof.  Sumar- 
lin.  In  1988,  Prof.  Sumarlin  proposed  to 
Japan  to  consider  three  alternatives,  namely: 
(1)  the  conversion  of  all,  or  part,  of  the  ex- 
isting outstanding  loan  portfolio  from  debts 
to  grants;  in  effect,  this  means  the  writing- 
off  of  debts  incurred  as  of  a  certain  date;  (2) 
an  increasing  shift  in  future  commitments 


THE  INDONESIAN  QUARTERLY,  XXI/4 

from  loans  to  outright  grants,  with  no  re- 
payment provisions  and  nor  conditions 
determining  how  the  grant  should  be  spent; 
and  (3)  in  the  case  of  funds  still  as  loans,  a 
currency  option  setting  a  fixed  value  to  the 
loans  as  of  the  time  the  loan  had  been  issued. 
However,  as  noted  by  Hadi  Soesastro,  none 
of  these  options  appeared  to  have  been  ac- 
ceptable to  Japan. 

Perhaps,  an  important  new  element  of 
foreign  aid  is  the  so  called  "special  assis- 
tance"; that  is  a  package  of  aid,  untied, 
quick-disbursng  and  rupiah-generating, 
which  is  classified  as  commodity  aid,  sector 
loans  and  local  cost  financing.  This  special 
assistance,  amounting  to  US$2,360  million 
in  1988/1989,  US$1,857  million  in  1989/ 
1990,  and  US$1,277.8  million  in  1990/1991, 
provided  immediate  support  for  balance  of 
payments  and  the  much  needed  rupiah  funds 
to  fill  the  shortfall  in  the  development 
budget.  Thus,  this  package  was  believed  to 
provide  a  solid  financial  framework  for  re- 
structuring the  Indonesian  economy  without 
causing  disruption  in  its  development  ef- 
forts. In  1991/1992  Japan  provided  US$500 
million  as  a  sector  loan,  the  Asian  Develop- 
ment Bank  provided  US$250  million  as  a 
sector  loan,  the  World  Bank  extended 
US$250  million  in  the  form  of  a  "two  step 
loan",  and  Japan  Export-Import  Bank  con- 
tributed US$500  million  in  the  form  of 
another  "two  step  loan". 

Following  the  break  between  Indonesia 
and  Netherlands  with  regard  to  foreign 
assistance  and  the  termination  of  IGGI, 
Japan  was  the  first  donor  country  to  respond 
by  emphasising  its  continued  commitment  to 
extend  economic  assistance  to  Indonesia. 

Japanese  commitment  to  support  In- 
donesian development  efforts  was  also  re- 
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fleeted  by  Japan's  approval  to  fully  meet  In- 
donesia's loan  requirement  at  the  first 
meeting  of  the  World  Bank-chaired  Con- 
sultative Group  of  Indonesia  (CGI)  in  Paris, 
July  16-17,  1992.  Japan  pledged  some 
US$1.82  billion  for  the  1992/1993  fiscal 
year,-  of  which  US$500  million  would  be  in 
the  form  of  a  special  aid  or  fast-disbursing 
assistance  to  help  Indonesia  to  curb  its  wide- 
ning current  account  deficit  in  the  balance  of 
payments,  estimated  to  reach  US$4.34  bil- 
lion in  the  current  fiscal  year. 

While  Indonesia  was  not  able  to  secure 
an  optimal  concession  which  it  had  expected 
from  Japan  especially  those  proposed  by  In- 
donesian Finance  Minister  in  1988,  Japan 
itself  was  drawn  into  a  position  where  it  had 
to  continue  to  provide  new  funding  to  In- 
donesia. Both  parties,  as  Hadi  Soesastro  put 
it,  were  facing  a  so-called  "mutual  hostage" 
relationship. 

It  is  of  relevance  to  note  here  the  feelings 
of  the  public  at  large  towards  the  increased 
dependency  of  the  Indonesian  economy  on 
Japan,  as  voiced  in  several  seminars  or  other 
public  events. 

A  professor  of  the  University  of  Indone- 
sia, Prof.  Juwono  Sudarsono  was  reported 
to  say  that  "we  should  be  cautious  about  the 
increasing  number  of  Japanese  aid"  {Merde- 
ka  Newspaper,  February  1,  1988).  Accor- 
ding to  Prof.  Sudarsono,  Japanese  aid  was 
70  per  cent  politically  motivated  while  the 
economic  motive  to  improve  economic  con- 
ditions of  the  recipient  countries  embodied 
to  the  aid  was  only  30  per  cent.  It  is  not  im- 
mediately clear  what  was  meant  by  political- 
ly motivated.  Similar  cautions  were  also 
aired  by  former  Minister  of  Foreign  Affairs 
Prof.  Mochtar  Kusumaatmadja  {Merdeka 
Newspaper,  August  2,  1989). 


Lieutenant  General  (Ret.)  Sayidiman 
Suryohadiprodjo,  former  Ambassador  to 
Japan,  however,  argued  that  the  dependence 
of  the  Indonesian  economy  on  Japan  could 
be  both  positive  and  negative.  In  the  final 
analysis,  this  would  depend  on  the  mental  at- 
titude of  Indonesians,  especially  government 
leaders  as  well  as  private  leaders  in  res- 
ponding to  the  such  increasing  dependency. 
Such  dependency,  according  to  General 
Sayidiman,  was  an  inevitable  situation  in  the 
process  of  economic  development.  He  in- 
sisted that  it  was  time  for  Indonesia  to 
strengthen  the  nation's  self-reliance.  Again, 
it  is  not  immediately  clear,  however,  what 
options  were  available  to  solve  the  Indone- 
sia's financing  problem  as  suggested  by  the 
observers  mentioned  above. 

Another  Indonesian  scholar,  Dr.  Djis- 
man  S.  Simandjuntak  of  CSIS  held  that  all 
the  criticism  were  not  meant  to  deny  the  use- 
fulness of  Japan's  ODA,  especially  for 
causing  the  heavy  debt  burden  of  Indonesia. 
Japan's  ODA  was  still  very  much  needed  to 
smoothen  the  adjustment  process  in  the  eco- 
nomy. 

Although  not  iniended  to  give  Japan  a 
bashing,  in  fact,  we  still  hear  a  lot  of  critic- 
isms of  the  quality  of  Japan's  ODA.  First,  - 
Japan's  total  ODA  is  still  far  below  the 
minimum  "standard"  of  0.7  per  cent  of 
GNP,  and  is  also  still  lower  than  the  average 
ODA  of  DAC  countries  as  a  fraction  of 
GNP.  In  1990,  for  instance,  Japan's  ODA 
was  0.31  per  cent  of  the  GNP  compared  to 
0.55  per  cent  in  the  case  of  France,  and  0.35 
per  cent  average  of  the  whole  DAC  coun- 
tries. Table  14  shows  the  quality  of  ODA  of 
DAC  countries. 

Second,  grant  share  and  grant  elements 
in  the  Japan's  ODA  have  remained  far 
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ism.  In  a  rather  provocative  paper  published 
in  a  leading  Indonesian  newspaper,  Kompas 
(January  7,  1989),  Prof.  Yoshinori  Murai  of 
Sophia  University,  informed  the  Indonesian 
people  about  the' negative  aspects  of  the 
Japanese  ODA  both  for  ordinary  Japanese 
people  and  for  the  people  in  the  recipient 
countries.  In  Prof.  Murai' s  view,  most  of 
Japanese  ODA  were  nothing  more  than  pro- 
jects by  which  Japanese  private  enterprises 
pursued  their  own  profit.  Hence,  the  needs 
and  interests  of  the  people  in  the  recipient 
countries  were  not  sufficiently  taken  into  ac- 
count by  Japan's  ODA  policy.  Prof.  Murai 
explained  that  the  decision  making  process 
concerning  ODA  resulted  mainly  from  the 


Table  14 

QUALITY  OF  ODA  OF  DAC  COUNTRIES 


ODA 

As  a 

Per  Capita 

Grant  Share 

Country 

Amount 

Share  of 

ODA 

% 

GNP 

(US$,  1990) 

(%) 

(US$,  1989) 

(1988-1989) 

Norway 

1,207 

1.17 

216.9 

99.7 

Netherlands 

2,592 

0.94 

141.0 

87.6 

Denmark 

1,171 

0.93 

182.6 

98.7 

Sweden 

2,012 

0.90 

213.2 

100.0 

Finland 

846 

0.63 

142.3 

94.4 

France 

6,571 

0.55 

91.9 

73.1 

Belgium 

891 

0.45 

71.0 

87.0 

Canada 

2,470 

0.44 

88.4 

97.8 

West  Germany 

6,330 

0.42 

79.8 

68.5 

Australia 

955 

0.34 

60.7 

100.0 

Italy 

3,395 

0.32 

62.8 

76.9 

Japan 

9,069 

0.31 

72.8 

43.2 

Switzerland 

750 

0.31 

83.0 

100.0 

United  Kingdom 

2,467 

0.28 

45.2 

98.1 

Austria 

389 

0.25 

37.1 

48.8 

New  Zealand 

93 

0.22 

26.1 

100.0 

United  States 

10,166 

0.19 

30.8 

92.6 

Ireland 

56 

0.16 

13.9 

100.0 

DAC  Total 

54,420 

0.35 

65.2 

75.6 

Note:  a.  DAC  refers  to  Development  Assistance  Committee  countries. 
Source:    Fujimura  (1992). 


below  the  average  of  DAC  countries.  As  in- 
dicated by  Table  13,  the  grant  share  of 
Japan's  ODA  in  1988-1989  was  43.2  per 
cent,  compared  to  92.6  per  cent  in  the  case  of 
the  US,  and  75.6  per  cent  on  average  for  all 
DAC  countries.  In  the  case  of  Japan's  ODA 
to  Indonesia  in  1990,  the  percentage  were 
80.8  per  cent  in  the  form  of  loans,  6.7  per 
cent  as  grant  aid,  and  12.5  pr  cent  in  the 
form  of  technical  assistance,  respectively. 

Third,  the  excessive  role  of  Japan's 
general  trading  firms  (Sogo  Shosha),  consul- 
tant firms,  and  aid-related  associations  (En- 
jo  Kanren  Dantai)  on  the  most  crucial  activi- 
ties of  foreign  aid  was  also  a  subject  of  critic- 
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severe  competition  among  factions  within 
LDP,  which  was  interwoven  with  the  in- 
terests of  private  companies.  It  was  not  un- 
usual, according  to  Prof.  Murai,  that  the 
policy  implementation  of  ODA  had  been  tar- 
nished by  corruption  and  bribes  both  in  the 
donor  and  recipient  countries. 

Such  an  excessive  role  of  the  Japanese 
private  sectors  was  also  found  by  Takeshi 
Kohno  who  conducted  a  research  on  the 
Asahan  project.  According  to  Kohno, 
although  the  main  activities  of  the  general 
trading  firm  were  to  trade  commodities,  they 
participated  also  in  acitivies  of  foreign  aid, 
such  as  project  finding,  research,  negotia- 
tion, and  project  follow-up,  that  would  meet 
the  objectives  of  ODA.  Kohno  found  that 
Sumitomo  Corporation  and  a  consultant 
firm  Nippon  Koei  had  played  a  very  impor- 
tant role  since  the  early  stage  of  Asahan  pro- 
ject. A  similar  role  was  demonstrated  also  by 
the  Nippon  Koei  in  every  crucial  activity  of 
the  Brantas  project. 

Despite  such  criticism,  the  role  of  the 
private  sector  could  actually  be  seen  as  inevi- 
table, partly  because  of  the  "structural" 
weakness  of  Japan's  DA.  Fujiniura  (1992) 
noted  that  Japan's  administration  of  ODA 
had  long  been  a  target  of  complaints  due  to 
the  following  factors:  (1)  understaffing  of 
the  aid  administration  offices;  (2)  a  shortage 
of  development  economists;  (3)  understaff- 
ing of  aid  implementation  agencies;  and,  (4) 
a  shortage  of  aid-related  official  in  overseas 
diplomatic  establishments.  Such  condition  in 
fact  had  enabled  Japanese  firms,  associa- 
tions and  consultant  firms  to  engage  actively 
in  every  crucial  activities  of  ODA  projects. 
Figure  1  shows  the  significant  role  played  by 
private  firms. 

Other  criticisms  were  also  launched  to 


the  effect  that  to  some  extent  recipient  na- 
tions were  still  required  to  spend  money  on 
Japanese  products  rather  than  seeking  the 
lowest-priced  items  in  the  world  market. 
This  was  due  to  the  policy  of  linking  aid  with 
the  expansion  of  overseas  markets.  Under 
such  strategy,  most  of  Japan's  grant-based 
aid,  consisting  of  grant  aid  and  technical 
cooperation  is  tied.  The  Japanese  govern- 
ment responded  to  such  criticism  by  setting 
up  a  new  system  since  1987  to  allow  the  non- 
Japanese  to  participate  in  consultant  teams 
employed  by  JICA.  According  to  Fujimura, 
the  maximum  percentage  of  foreign  parti- 
cipation was  set  at  25  per  cent  but  would  be 
revised  to  50  per  cent  soon. 

The  pattern  of  Japan's  aid  as  mentioned 
earlier,  seems  to  be  strongly  influenced  by 
the  evolution  of  Japan's  aid  policy  which  is 
believed  to  be  as  somewhat  different  from 
that  of  other  Western  countries.  According 
to  Saburo  Okita,  there  were  five  stages  of  the 
evolution  of  Japan's  aid,  namely:  (1)  pay- 
ment of  reparations,  beginning  in  1954;  (2) 
lending  anJ  investment  as  economic  coop- 
eration, beginning  with  a  Yen  loan  to  India 
in  1958;  (3)  economic  cooperation  consistent 
with  Asian  Foreign  Policy,  which  started 
around  1965  when  Japan's  economic  coop- 
eration was  broadly  integrated  into  Japan's 
Asian  Foreign  Policy;  (4)  responsibilities  as 
an  economic  power,  which  began  with  the 
formulation  of  Japan's  first  medium-term 
target  for  official  development  assistance  in 
1977;  (5)  its  role  as  a  current  surplus  coun- 
try, since  the  mid-1980s. 

Meanwhile,  Juichi  Inada  described  the 
evolution  of  Japan's  ODA  into  four  periods, 
namely:  (1)  the  period  before  1965:  MITI's 
stress  was  on  the  expansion  of  export  mar- 
kets and  the  security  of  important  raw 
materials;  (2)  the  period  of  1965-1973:  stress 
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was  on  the  longer  term  views  about  Japan's 
responsibility  as  an  advanced  country  and 
the  need  to  strengthen  economic  relations 
with  developing  countries;  (3)  the  period  of 
1973-1980:  as  a  result  of  the  oil  crisis,  the 
emphasis  was  again  on  resources  security  in 
addition  to  the  recognition  of  the  impor- 
tance of  development  for  the  stability  of  de- 
veloping countries  and  the  world  economy; 
(4)  the  period  since  1980:  the  stress  was  on 
Japan's  international  role. 

The  Role  in  Direct  Investment 

Foreign  direct  investment  has  played  a 
major  role  in  Indonesia's  develoment  since 
1967.  Although  compared  with  foreign  bor- 
rowing, the  role  of  foreign  direct  investment 
as  a  source  of  capital  for  Indonesia  is  not  a 
substantive  one,  other  significant  contribu- 
tions could  be  made  by  foreign  direct  invest- 
ment, notably  the  contributions  to  output 
and  employment,  to  trade,  and  to  transfer  of 
management  skill  and  technology.  The  role 
of  Japan's  direct  investment  in  Indonesia 
should  also  be  seen  from  this  angle. 

In  general,  the  pattern  of  FDI  in  Indone- 
sia has  undergone  substantial  changes,  in  in- 
dustry distributions  as  well  as  the  sources  of 
countries  due  to  domestic  economic  policies 
and  conditions,  as  well  as  external  develop- 
ments as  noted  earlier.  The  pattern  of 
Japan's  FDI  might  have  been  also  influenced 
by  the  different  emphasis  on  investment 
policies  adopted  over  the  years. 

Reviewing  the  main  characteristics  of 
policies  related  to  FDI  in  the  initial  stabilisa- 
tion period,  we  should  note  that  the  policies: 
(1)  emphasised  on  providing  basic  needs, 
namely  clothing  and  food,  so  that  protection 
was  given  to  consumption  good  industries 


such  as  textile  and  food  processing;  (2)  gave 
incentives  through  tax  holidays,  import  duty 
and  sales  tax  exemption  on  imports  of 
machinery  and  equipment,  accelerated 
depreciation,  and  guaranteed  reparation  of 
capital  and  profits;  (3)  allowed  foreign 
banks  to  open  branches;  (4)  provided  no  re- 
strictions on  foreign  equity  and  employment 
of  expatriates;  (5)  allowed  100  per  cent  of 
foreign  ownership;  and  (6)  prevented  foreign 
investors  from  distributing  their  own  pro- 
ducts in  the  domestic  market. 

Following  the  anti- Japanese  riot  in  1974, 
the  regulations  on  foreign  investment  in  the 
oil  boom  period  became  more  restrictive.  As 
a  result:  (1)  all  new  investments  had  to  be  in 
the  form  of  joint  ventures;  (2)  Indonesian 
equity  had  to  be  increased  to  become  majori- 
ty (51  per  cent)  within  a  ten  year  period;  (3) 
the  list  of  "closed  sectors"  was  extended;  (4) 
tax  incentives  were  reduced;  and,  (5)  the 
employment  of  expatriates  was  further  res- 
tricted. Other  policies  included:  (1)  the 
publication  of  the  investment  priority  list; 
and,  (2)  the  establishment  of  the  Board  of 
Investment  (BKPM)  as  a  one  stop  service 
centre.  Three  objectives  of  the  investment 
regulations  were  decreed  by  statutes,  name- 
ly: (1)  regional  distribution;  (2)  income  dis- 
tribution; and,  (3)  export  promotion. 

In  the  third  period,  1982-1991,  deregula- 
tion policies  on  investment  were  introduced, 
namely:  (1)  companies  with  a  minimum  of 
75  per  cent  Indonesian  equity  could  distri- 
bute products  in  the  domestic  market,  and 
could  have  access  to  credits  from  state 
banks;  (2)  all  sectors  were  open  to  export- 
oriented  joint- ventures;  (3)  a  maximum  of  95 
per  cent  foreign  ownership  was  made  possi- 
ble for  export- oriented  joint-ventures;  (4) 
export- oriented  joint- ventures  were  eligible 
to  apply  for  the  government  subsidised  ex- 
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port  credit  scheme. 

Again,  100  per  cent  of  foreign  ownership 
has  been  allowed  since  April  1992,  but  re- 
stricted only  to  investments  in  the  provinces 
of  the  Eastern  part  of  Indonesia. 

Needless  to  say,  excluding  the  oil  sector, 
Japan  is  the  largest  investor  in  Indonesia. 
The  pattern  of  Japanese  investment  was  to 
some  extent  influenced  by  the  investment 
policies  introduced  by  the  government  of  In- 
donesia as  mentioned  earlier.  As  shown  in 
Table  15,  Japanese  investment  during  the 
initial  stabilisation  period  (1967-1972)  was 
dominated  by  the  textile  industry  which 
amounted  to  US$152.2  million  or  41.38  per 


cent  of  total  Japanese  investment  in  this 
period.  Ranked  second  was  mining  which 
amounted  to  US$75.9  million  (13.37  per 
cent),  followed  by  forestry  amounting  to 
US$17.2  million  (6.6  per  cent),  and  metal 
goods  industry  worth  US$23.3  million  (6.33 
per  cent).  Such  pattern  of  the  investments 
showed  the  initial  stage  of  industrialisation 
in  that  period,  namely  in  the  development  of 
natural  resources. 

Following  the  course  of  import  substitu- 
tion policy  promoted  by  the  government  of 
Indonesia,  Japanese  big  four  investments  in 
the  oil  boom  period  were  basic  metal  in- 
dustry, amounting  to  US$963.2  million 
(38.98  per  cent),   metal  goods  industry 


Table  15 

PATTERN  OF  JAPANESE  INVESTMENT  IN  INDONESIA 


Description 

1969-1972 

1973-1982 

1983-1991 

Value 

% 

Value 

% 

Value 

% 

Agriculture 

6.7 

1.8 

15.9 

0.6 

10.3 

0.2 

Forestry 

24.5 

6.7 

35.4 

1.4 

0 

0.0 

Fishery 

17.2 

4.7 

18.2 

0.7 

22.3 

0.4 

Mining 

75.9 

20.6 

0 

0.0 

0 

0.0 

Industries 

Food 

8.4 

2.3 

7.5 

0.3 

128.5 

2.2 

Textile 

152.2 

41.4 

218.5 

8.8 

1«2.3 

2.8 

Wood 

3.8 

1.0 

30 

1.2 

171.4 

2.9 

Paper 

1.1 

0.3 

1.2 

0.1 

1 

0.0 

Pharmaceutical 

2.5 

0.7 

9.1 

0.4 

.0 

0.0 

Chemical 

2.4 

0.7 

250.8 

10.2 

2,646 

44.9 

Non  Metal  Mineral 

7.8 

2.2 

65.1 

2.6 

192.6 

3.3 

Basic  Metal 

5.3 

1.4 

963.2 

39.0 

285.2 

4.8 

Metal  Goods 

23.3 

6.3 

746.1 

3.2 

1,101.3 

18.7 

Others 

2.2 

0.1 

28.9 

0.5 

Construction 

1.8 

0.5 

15.3 

0.6 

473.8 

8.0 

Office  Build 

13.4 

3.6 

40.1 

I  1-e 

106.3 

1.8 

Hotel 

12.1 

3.3 

0 

0.0 

93.7 

1.6 

Real  Estate 

2.1 

0.6 

21 

0.9 

212 

3.6 

Transportation 

5.2 

1.4 

29.9 

1.2 

11.4 

0.2 

Services 

2.1 

0.6 

1.1 

0.0 

224 

4.1 

Total 

367.8 

0% 

2,470.6 

0% 

5,891 

0% 

Source:    Board  of  Investment  (calculated). 
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amounting  to  US$746.1  million  (30.20  per 
cent),  chemical  industry  amounting  to 
US$250.8  million  (10.15  per  cent)  and  textile 
industry  amounting  to  US$218.5  million 
(8.84  per  cent),  respectively. 

Such  trend  has  continued  until  today.  In- 
vestment in  the  chemical  industry  ranked 
first  with  a  total  value  reaching  US$2,646.0 
million  or  44.91  per  cent  of  the  total  invest- 
ment since  1983.  Metal  goods  industry 
ranked  second,  accounting  for  18.69  per 
cent,  followed  by  the  construction  industry, 
which  accounted  for  8.04  per  cent. 

It  is  not  easy  to  evaluate  the  contribution 
of  Japan's  FDI,  in  quantitative  terms,  to  the 
creation  of  employment  opportunities, 
especially  because  most  of  Japanese  direct 
investments  have  been  relatively  large  scale 
and  capital  intensive  projects,  and  hence,  its 
direct  effect  on  employment  has  been  lim- 
ited. But,  the  contribution  of  such  invest- 
ments to  creating  derived  employment  in 
downstream  activities  is  believed  to  be  quite 
significant. 

Some  may  argue  that  the  relocation  of  in- 
vestment from  Japan  has  contributed  to  the 
shift  from  resource-based  investment  to  a 
more  export-oriented  investment.  Mari 
Pangestu  et  al.  (1992)  noted  that  since  1985 
Indonesia  had  experienced  an  inflow  of 
export- oriented  investment.  But  a  recent 
survey  in  Exim  Review  (Volume  1 1  Number 
2,  1992)  reported  that  62  per  cent  of  the  322 
production  firms  owned  by  Japanese  firms 
operating  in  the  ASEAN  countries  were 
oriented  toward  the  local  market.  Only  15 
per  cent  of  the  322  production  firms  were 
aimed  at  the  market  for  Japan.  In  NIEs,  73 
per  cent  of  the  300  Japanese  subsidiaries 
were  aimed  at  the  local  market,  and  only  8 
per  cent  of  the  300  companies  were  aimed  at 
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Japan's  market.  Such  figure  indicates  that 
ASEAN,  including  Indonesia  is  still  regarded 
as  a  potential  market  rather  than  a  competi- 
tive export-base  area. 

It  is  of  some  relevance  to  note  the  fact 
that  this  large  amount  of  investment  has  led 
to  a  large  increase  in  the  volume  of  imports, 
and  the  rate  of  growth  of  imports  since  1989 
far  has  exceeded  that  of  exports.  The  largest 
increase  in  imports  was  in  raw  materials  for 
industry  and  machinery,  which  was  needed 
to  ensure  the  competitiveness  of  the  goods 
produced  in  the  international  market.  This 
has  put  strong  pressures  on  Indonesia's 
balance  of  payments.  To  help  to  overcome 
this  development,  the  government  of  In- 
donesia set  up  in  1991  the  so-called  Foreign 
Debt  Coordination  Committee  to  coordinate 
the  management  of  commercial  offshore 
loans  --  loans  other  than  those  from  IGGI 
and  other  official  borrowing  used  by  the 
government,  state-owned  enterprises  and 
private  business. 

Several  measures  adopted  by  the  team  to 
control  commercial  offshore  loans  seems  to 
be  supported  by  donor  nations,  including 
Japan,  although  most  of  the  foreign  invest- 
ment projects  being  forced  to  postpone  are 
Japanese. 

The  Role  in  Technology,  Resource 
and  Information  Transfer 

Prof.  Shinichi  Ichimura  of  the  Osaka  In- 
ternational University  described  several 
aspects  of  technology  transfer  from  Japan  to 
Asian  countries,  namely:  (1)  the  transfer  of 
technology  and  management  know-how  and 
the  supply  of  key  engineers  which  had  taken 
place  between  Japan  and  Asian  countries 
through   restructuring  and   relocation  of 
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Japanese  plants  and  promotion  of  joint- 
venture;  (2)  training  on  the  job  offered 
within  joint- ventures  as  well  as  subsidiaries; 
(3)  the  transfer  of  technology  which  had 
been  accelerated  through  the  establishment 
of  subcontracting  relation  with  companies  in 
Asian  countries. 

Among  facilities  funded  by  Japan's  grant 
assistance  often  quoted  as  partly  trigger- 
ing technology  and  resource  transfer  in  In- 
donesia are:  Rating  School  for  Seamen  in 
Ujung  Pandang,  a  Vocational  Training  Cen- 
tre in  Bekasi,  the  Multi  Media  Training  Cen- 
tre in  Yogyakarta,  a  Politechnical  School  in 
Surabaya  Institute  of  Technology,  the  Insti- 
tute of  Human  Settlement  in  Bandung,  the 
Water  Supply  and  Environment  Sanitation 
Research  Centre  in  Bekasi,  and  the  Agricul- 
tural Institute  in  Bogor  and  the  like. 

Despite  such  optimistic  views,  however, 
technology  transfer  remains  a  target  of  com- 
plaints, since  the  transfer  of  technology  and 
localisation  of  personnel  and  inputs  are  con- 
sidered to  be  progressing  more  slowly  in 
Japanese  ventures  than  in  Western  com- 
panies. Similar  criticism  toward  Japanese 
practices  overseas  were  also  reported  in  JEI 
Report  (March  27,  1992).  These  were:  (1)  the 
tendency  of  Japanese  companies  to  keep  top 
management  posts  in  Japanese  hands  and  to 
transfer  technology  cautiously,  even  in  joint- 
ventures;  (2)  the  tendency  to  constrict  affi- 
liates' activities  by  providing  inadequate 
training  and  by  placing  restrictions  on  ex- 
ports; (3)  the  tendency  of  some  Japanese 
manufacturing  operations  in  ASEAN  for 
substandard  working  conditions  and  drastic 
layoffs;  (4)  local  retailers  and  producers 
complained  about  being  squeezed  out  of  the 
domestic  market  by  goods  produced  •  by 
Japanese  affiliates;  (5)  a  lack  of  cultural  in- 
tegration, as  Japanese  investors  and  the 


communities  remain  isolated  from  the  local 
community. 

According  to  Prof.  Mohammad  Sadli  of 
the  University  of  Indonesia  such  problem 
could  be  rooted  in  the  particular  business 
culture  practiced  by  the  Japanese.  As  widely 
known,  in  Japan,  promotion  within  a  com- 
pany is  much  slower  because  of  the  influence 
of  seniority  since  longer  training  and  maturi- 
ty periods  are  considered  appropriate.  The 
language  and  communication  style  pose 
another  constraint.  Japanese  ventures  tend 
to  procure  and  source  from  other  Japanese 
companies  with  whom  they  feel  more  com- 
fortable. Price  is  often  less  important  than 
trust  and  custom. 

Table  16  shows  the  management  compo- 
sition of  expatriate  Japanese  and  Indonesian 
in  the  260  Japanese  joint- ventures  and  subsi- 
diaries operating  in  Indonesia.  The  data 
until  December  1990  showed  that  concerning 
the  board  of  management,  expatriate  Japa- 
nese were  still  in  the  majority,  accounting 
for  57.3  per  cent  (741  people)  compared  to 
42.6  per  cent  (551  people)  Indonesians.  As 
for  advisors  and  technicians,  expatriate 
Japanese  accounted  for  24.2  per  cent  com- 
pared to  75.8  per  cent  Indonesians. 

Meanwhile,  a  survey  of  Japanese  business 
representatives  in  Southeast  Asia  conducted 
by  Keizai  Doyukai  reported  that  more  than 
80  per  cent  of  respondents  said  they  felt  they 
should  increase  their  respect  for  local  culture 
and  customs.  Yet  only  27  per  cent  of  those 
polled  said  they  should  contribute  more  to 
the  local  community,  and  only  18  per  cent 
said  they  should  promote  personal  ex- 
changes with  locals.  If  such  data  can  be  used 
to  draw  a  general  conclusion  on  the  transfer 
of  technology,  resource  and  information,  in- 
cluding into  Indonesia,  complaints  on  the 
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parently,  this  policy  could  precisely  become 
an  important  one  to  facilitate  technology 
transfer  from  Japan  to  Indonesia.  The  ex- 
tent to  which  Indonesia  can  make  use  of  op- 
timal technology,  resource  and  information 
transfer,  however,  still  depends  on  In- 
donesia's  absorption  capacity:  the  capacity 
of  human  resources,  R&D  policies  and 
availability  of  the  necessary  infrastructures. 

In  respect  to  the  social  infrastructure, 
namely  education,  Indonesia's  drop  out  rate 
at  the  primary  school  level  was  53  per  cent, 
far  above  the  16  per  cent  of  that  in  Thailand, 
10  per  cent  in  Malaysia,  and  5  per  cent  in 
Japan.  Furthermore,  the  number  of  Indone- 
sians participating  in  overseas  training  in 
Japan  was  relatively  small.  As  evident  in 
Table  17  the  number  of  Indonesian  trainees 
entering  Japan  for  the  first  time  was  1,114  in 
1986,  1,310  in  1987,  1,378  in  1988,  1,748  in 
1989,  and  2,891  in  1990.  From  1986  to  1990, 
the  number  Indonesian  trainees  in  Japan  in- 
creased by  159  per  cent  compared  to  257  per 
cent  in  the  case  of  the  Philippines,  474  per 
cent  in  the  case  of  Malaysia  and  434  per  cent 
in  the  case  of  Thailand. 


Table  16 

MANAGEMENT  &  MANPOWER  OF  JAPANESE  COMPANIES  IN  INDONESIA 


Description 

Japanese 

Indonesia 

Total 

Person 

(%) 

Person 

(%) 

Person 

(%) 

Board  of  Management 

741 

57.4 

551 

42.6 

1,292 

100 

Advisor  &  Technician 

541 

24.2 

1,696 

75.8 

2,237 

100 

Manager 

297 

12.9 

2,008 

87.1 

2,305 

100 

Foreman  &  Worker 

3 

0.0 

97,261 

100.0 

97,264 

100 

Grand  Total 

1.582 

1.5 

101,516 

98.5 

103,098 

100 

Source:    JETRO  1992  (calculated). 


behaviour  of  Japanese  multinationals  in 
respect  to  technology  transfer  appear  to  be 
warranted. 

It  is  of  relevance,  however,  to  note  an  op- 
timistic scenario  suggested  by  Djisman  S. 
Simandjuntak  of  CSIS.  With  the  increased 
reliance  on  export  markets,  the  scenario  con- 
tends, that  Japanese  multinationals  are  now 
confronted  with  an  imperative  of  having  to 
share  their  technologies  with  their  partners 
overseas  in  order  to  secure  that  the  com- 
ponents produced  are  up  to  international 
standards.  In  the  case  of  Indonesia,  transfer 
of  technology,  resource  and  information  has 
been  disseminated  partly  by  the  government 
regulation  requiring  investors  to  collaborate 
with  local  investor  in  the  form  of  joint- 
ventures. 

Compared  with  other  forms  of  business 
transactions,  such  as  licensing  contract  or 
spot  business  transaction,  the  joint- venture 
is  believed  to  be  the  most  effective  way  to 
facilitate  technology  transfer.  Through  a 
joint- venture,  transfer  of  human  Ware, 
paper  ware  as  well  as  hardware  may  take 
place  simultaneourly  (Laseur  1991).  Ap- 
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Setting  up  of  an  institutional  framework 
which  is  necessary  to  facilitate  technology, 
resource  and  information  transfer' is  also  im- 
perative. The  so-called  Indonesia-Japan 
Economic  Committee  (I  JEC)  was  established 
in  the  early  1980s,  among  other  things,  to  ac- 
celerate the  expansion  of  bilateral  economic 
relation.  Under  the  committee,  a  task  force 
was  established  to  assess  various  new  joint 
investment  projects,  possibilities  of  coopera- 
tion in  human  resource  training,  trade  ex- 
pansion, tourism,  and  other  fields.  The  task 
force,  with  Indonesian  and  Japanese  execu- 
tives as  members,  also  make  recommenda- 
tions to  Japanese  business  prospective  in- 
vestment projects  and  other  business  ven- 
tures. 

The  Japan  and  Indonesia  Technology 
Forum  which  has  a  closed  relationship  with 
the  office  of  Agency  of  Assessment  and  Im- 
plementation Technology  and  State  Ministry 
of  Research  and  Technology  has  been 
established.  Lack  of  enough  information, 
however,  has  limited  efforts  to  evaluate  the 
effectiveness  of  such  institutions  and  the  like 
in  facilitating  technology,  resource  and  in- 


formation transfer. 


Concluding  Notes 

No  doubt  Japan  has  played  a  significant 
role  in  Indonesia's  development  through  the 
four  channels.  Japan's  economic  coopera- 
tion is  a  substantial  contribution  to  Indone- 
sia, especially  in  helping  the  government  of 
Indonesia  to  overcome  macroeconomic  dif- 
ficulties due  to  dramatic  changes  in  the 
prices  of  oil.  Japan's  foreign  direct  invest- 
ment is  also  believed  to  be  significantly 
helpful  in  accelerating  structural  transfor- 
mation as  well  as  industrialisation  of  In- 
donesian economy. 

The  "overpresence"  of  Japan  in  Indone- 
sia, however,  could  invite  apprehensive  feel- 
ings among  the  Indonesian  pubjic  and,  could 
also  create  concerns  among  Japanese  tax- 
payers. The  most  important  point  is  that, 
while  both  parties  should  not  neglect  such 
concerns,  they  should  also  realise  that  inter- 
dependence between  the  two  nations  is 
mutual  as  well  as  beneficial. 


Table  17 


NUMBER  OF  FOREIGN  TRAINEES  ENTERING  JAPAN  FOR  FIRST  TIME 
BY  COUNTRY  OF  ORIGIN,  1986-1990" 


Country 


1986 


Person 


1987 


Person 


(%) 


1988 


Person 


(%) 


1989 


Person  (%) 


1990 


Person  (%) 


People's  Republic  of  China 

Thailand 

South  Korea 

Malaysia 

Philippines 

Indonesia 

Taiwan 

Brazil 

India 

United  States 
Other  Countries 


2,848 
950 

2,336 
620 
968 

1,114 
497 
521 
346 
328 

3,860 


19.8 
6.6 

16.2 
4.3 
6.7 
7.7 
3.5 
3.6 
2.4 
2.3 

26.8 


2,688 
2,428 
2,800 
757 
1,207 
1,310. 
375 
576 
327 
356 
4,257 


15.7 
14.2 
16.4 
4.4 
7.1 
7.7 
2.2 
3.4 
1.9 
2.1 
24.9 


3,840 
4,708 
3,343 
1,329 
2,464 
1,378 
444 
628 
313 
396 
4,589 


16.4 
20.1 
14.3 
5.7 
10.5 
5.9 
1.9 
2.7 
1.3 
1.7 
19.6 


3,496 
4,502 
4,125 
2.175 
3,974 
1,748 
539 
851 
368 
416 
7,295 


11.9 
15.3 
14.0 
7.4 
13.5 
5.9 
1.8 
2S 
1.2 
1.4 
24.7 


7,624 
5,075 
4,485 
3,564 
3,460 
2,891 
1,239 
1.027 
602 
450 
7,149 


Total 


14.388  100.0. 


17,081  100.0 


23.432  I  100.0 


29,489      1  00.0 


37,566 


20.3 
13.5 
11.9 
9.5 
9.2 
7.7 
3.3 
2.7 
1.6 
1.2 
190 


100.0 


Source:   JEI  Report,  February  21,  1992. 
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Figure  1 

TOP  20  CONSULTANTS  IN  JAPAN  (FY  1988  AND  1989) 


Mn  nf 

FY  1988 

Contracts 

Amount 

rieia  opecimiy 

opeciai  neiauon 

(Ybillion) 

Nippon  Koel 

60 

2.6 

General 

Pacific  Consultants  International 

38 

1 .4 

oeiierai 

Kokusai  Kogyo 

20 

1 .1 

Aerial  Survey 

Yachiyo  Engineering 

28 

1 .1 

General 

Sanyu  Consultans 

26 

1 .0 

Agriculture 

M.  of  Agriculture 

rQSCO  iniemaiiunai 

7 

0.7 

Aerial  Photography 

Kokusai  Rinkai  Kaihatsu  Kenkyu  Center* 

l  U 

U.D 

M   of  TrflrnnnrtflHnn 

Ul    |  lallipui  LallUM 

Nihon  Tetrapod 

4 

0.4 

UnlCO  1  [11 cl  n H1IUI la  1 

7 

0.3 

Petrochemical 

Nihon  Gijutsu  Kaihatsu 

9 

0.3 

Irrigation,  transportation 

Konsetsu  Gijutsu  Kenkyusho 

7 

0.3 

General 

M.  of  Construction 

Dengen  Kaihatsu 

6 

0.3 

Electric  power 

Taiyo  Consultans 

15 

0.3 

Nihon  Ringyo  Gijutsu  Kyokai 

6 

0.3 

Forestry 

M.  of  Agriculture 

Nippon  Jdgesuido  Sekkei 

6 

0.3 

Water  system 

M.  of  Construction 

Katahira  Engineering 

5 

0.3 

Roads 

M.  of  Construction 

Int'l  Engineering  Consultans  Assoc.* 

9 

0.3 

Nihon  Giken 

15 

0.3 

Nihon  Telecommunications  Conculting 

4 

0.3 

Telecommunications 

'JETRO* 

4 

0.3 

MITI 

Figure  1  (continued) 


No.  of 

Award 

FY  1989 

Contracts 

Amount 

FieW  Specialty 

Special  Relation 

(Ybillion) 

Nippon  Koei 

69 

3.6 

General 

Pacific  Consultants  International 

40 

1.8 

General 

Yachiyo  Engineering 

29 

1.1 

General 

Kokusai  Kogyo 

22 

1.0 

Aerial  Survey 

M.  of  Agriculture 

Sanyu  Consultans 

27 

1.0 

Agriculture 

Dengen  Kaihatsu 

11 

0.8 

Electric  power 

M.  of  Transportation 

Kokusai  Rinkai  Kaihatsu  Kenkyu  Center* 

12 

0.6 

Pasco  International 

9 

0.5 

Aerial  photography 

Taiyo  Consultans 

11 

0.4 

Asahi  Koyo 

Nihon  Ringyo  Gijutsu  Kyokai 

4 

12 

0.4 
0.4 

Forestry 

M.  of  Agriculture 

Nihon  Gijutsu  Kaihatsu 

14 

0.4 

Irrigation,  transportation 

Unico  International 
Asia  Air  Survey 

7 

0.4 

Petrochemical 

0.4 

Topographic  mapping 

Nippon  Jogesuido  Sekkei 

6 

0.3 

Water  system 

MITI 

JETRO* 

6 

0.3 

Kaigai  Tetsudo  Hijutsu  Kyoryoku  Kyokai* 

6 

0.3 

M.  of  Transportation 

Int'l  Development  Center  of  Japan  (IDCJ)* 

9 

0.3 

six  ministries 

Kensetsu  Gijutsu  Kenkyusho 

7 

0.3 

General 

M.  of  Construction 

Toden  Sekkei 

5 

0.3 

Tokyo  Electric  Power  Co. 

Note:    *Nonprofit  organisations. 

Source:    International  Development  Journal,  August  1991 ,  106;  See  Fujimura  (1992). 
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Foreign  Investment  and 
the  ASEAN  Economies, 
with  Special  Reference  to  Indonesia* 


Thee  Kian  Wie 


The  Rise  in  Intra-Asia  Trade  and 
Foreign  Direct  Investment 

Infra-Asian  Trade 

AS  the  East  and  Southeast  Asian 
countries  are  outpacing  the  rest  of 
the  world  in  economic  growth,  their 
economic  relations  with  each  other  have 
steadily  expanded  over  the  years.  While  the 
US  was  the  major  market  for  the  exports 
from  the  East  and  Southeast  Asian  countries 
during  the  early  postwar  years  up  through 
the  early  1980s,  since  the  mid-1980s  a  signi- 
ficant shift  took  place  in  the  geographic  pat- 
tern of  these  exports,  as  these  countries 
became  the  most  important  and  fastest 
growing  export  markets  for  each  other. 

♦This  article  is  to  be  published  by  Shojiro  Tokunaga 
(editor):  ANCS  and  Zin-Asia  Financial.  Revised  draft 
of  a  paper  which  was  originally  submitted  at  the  Con- 
ference on  MNCs  and  Asia-Pacific  Financial  Inter- 
dependence held  in  Chiangmai,  Thailand,  9-11  January 
1992. 


To  a  large  extent  the  recent  expansion  of 
intra-East  and  Southeast  Asian  trade  has 
been  the  result  of  currency  realignments,  in 
the  wake  of  the  Plaza  Accord  in  1985,  and 
the  shifts  in  comparative  advantage  in  the  re- 
gion- (Asian  Development  Bank  1991 , 43)-  On 
the  demand  side,  the  rapid  economic  growth 
achieved  by  Japan  and  particularly  the  East 
Asian  newly-industrialised  countries  (NICs) 
and  the  ASEAN  (Association  of  Southeast 
Asian  Nations)  has  led  to  higher  income 
levels  and,  hence,  to  a  rapid  expansion  of  the 
domestic  markets  in  these  countries.  This,  in 
turn,  has  led  to  an  increase  in  the  capacity  of 
these  countries  to  absorp  each  others'  pro- 
ducts. The  most  striking  example  has  been 
Japan  which,  as  a  result  of  the  steep  ap- 
preciation of  its  currency,  has  experienced  a 
rapid  increase  in  imports,  particularly  of 
manufactured  products.  The  most  striking 
increase  in  manufactured  imports  has  come 
from  the  East  Asian  NICs  and  the  ASEAN 
countries.  (Watanabe  1989,  167).  In  fact,  the 
share  of  manufactured  products  in  the  total 
exports  of  the  Asian  NICs  to  Japan  rose 
from  slightly  over  50  per  cent  in  1975  to  77.9 
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per  cent  in  1989,  whereas  those  from  the 
ASEAN  countries  rose  from  10  per  cent  in 
1985  to  26.9  per  cent  in  1989.  (JETRO  1990, 
13). 

The  expansion  in  intra-Asian  trade  has 
not  only  been  confined  to  trade  between 
Japan,  on  the  one  hand  and  the  Asian  NICs 
and  the  ASEAN  countries,  on  the  other.  In 
fact,  during  the  same  period  trade  has  also 
expanded  between  the  Asian  NICs  them- 
selves as  well  as  between  the  Asian  NICs  and 
the  ASEAN  countries.  ASEAN  exports  to 
the  NICs,  in  particular,  have  shown  a  re- 
markable growth.  The  NICs'  contribution  to 
the  growth  of  total  exports  of  the  ASEAN 
countries  in  1988  was  the  largest  of  any  re- 
gion at  34.4  per  cent,  followed  by  Japan  at 
22.1  per  cent,  and  the  US  at  9.2  per  cent. 
(Watanabe  1989.  173). 

Intra-Asia  Investment 

The  rapid  increase  in  intra-Asian  trade 
has  been  accompanied -by  an  equally  rapid 
increase  in  intra-Asian  foreign  direct  invest- 
ment, as  Japan  and  the  Asian  NICs  became 
the  most  important  source  countries  for  for- 
eign direct  investment  (FDI)  .in  the  develop- 
ing countries  in  Asia,  particularly  in  the 
ASEAN  countries.  Unlike  trade,  however, 
foreign  direct  investment  mainly  flows  in 
one  direction,  from  the  richer  to  the  poorer 
countries.  The  richer  countries  tend  to  have 
the  necessary  ownership  advantages  required 
for  foreign  direct  investment  in  view  of  their 
capital  funds  and  technological  and  market- 
ing strengths,  while  the  poorer  countries 
have  the  locational  advantages  of  abundant 
low  wage  labour  and/or  unexploited  natural 
resources.  (Riedel  1991,  139).  In  view  of 
these  factors,  it  is  not  surprising  that  direct 
investment  has  flown  from  Japan  and  the 


Asian  NICs  to  the  less  developed  ASEAN 
and  other  Asian  countries  rather  than  the 
other  way  round. 

For  most  of  the  postwar  period  up 
through  the  early  1980s  Japan  was  by  far  the 
major  source  of  foreign  direct  investment  in 
the  Asia-Pacific  region.  Until  the  mid-1980s 
the  largest  share  of  this  investment  was 
directed  at  the  Asian  NICs,  which  accounted 
for  47  per  cent  of  cumulative  Japanese  in- 
vestment in  the  region  over  the  period  1951- 
1988  (Table  1). 

Most  of  this  investment  was  concentrated 
in  manufacturing  where  Japan's  ownership 
advantages  were  the  strongest.  (Riedel  1991, 

Table  1 

JAPANESE  FOREIGN  DIRECT  INVESTMENT 
IN  ASIA:  1951-1988 

Cummulative  Total  Percentage 


($  million) 

Distribution 

Newly  Industrializing 

15,018 

46.8 

Economic 

Hong  Kong 

6,167 

10.2 

Korea 

3,248 

10.1 

Singapore 

3.812 

11.0 

Taipei,  China 

1,701 

5.6 

Southeast  Asia 

14,750 

46.0 

Indonesia 

0,804 

30.6 

Malaysia 

1,834 

5.7 

Philippines 

1.120 

3.5 

Thailand 

1.002 

6.2 

South  Asia 

270 

0.0 

Bangladesh 

11 

0.0 

India 

148 

0.5 

Pakistan 

18 

0.3 

Sri  Lanka 

03 

0.3 

China 

2,036 

6.3 

Total 

32,074 

100.0 

Source:  James  Riedel:  Intra-Asia  Trade  and  Invesment, 
Asian  Development  Review  9,  no.  1 ,  1991 ,  Ta- 
ble 11,  140. 
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139).  The  data  in  Table  1  also  indicate  that 
the  ASEAN  countries  (except  for  Singapore, 
which  has  been  classified  in  the  group  of  the 
Asian  NICs),  have  been  the  second-most  im- 
portant location  of  Japanese  direct  invest- 
ment in  Asia,  with  46.0  per  cent  of  total 
Japanese  investment.  In  fact,  if  Singapore 
were  classified  as  an  ASEAN  country  rather 
than  as  a  NIC,  the  ASEAN  countries  would 
be  ranked  as  the  most  important  destination 
of  Japanese  direct  investment.  Japanese  in- 
vestors have  been  attracted  to  invest  in  re- 
source-oriented investment  in  the  ASEAN 
countries  because  of  the  abundant  natural 
resources  in  these  countries,  particularly  in 
Indonesia  and  Malaysia,  as  well  as  in  export- 
oriented  investment  in  manufacturing  be- 
cause of  the  advantages  they  offered  in  terms 
of  low-cost  labour.  (Riedel  1991,  139-140). 
However,  in  the  more  inward-looking  coun- 
tries, such  as  Indonesia  and  the  Philippines 
which  until  recently  were  pursuing  highly 
protectionist  import-substitution  policies, 
the  bulk  of  Japanese  investment  has  until 
recently,  taken  place  in  (domestic)  market 
oriented  investment.  (Thee  1984,  104;  KinOs- 
hita  1986,  49). 

Ownership  advantages  of  transnational 
companies  (TNCs)  are  not  confined  to  the 
advanced  industrial  countries,  as  these  ad- 
vantages can  also  be  acquired  over  time  by 
dynamic  firms  in  rapidly-industrialising  de- 
veloping countries.  The  most  striking  exam- 
ple of  this  has  been  the  recent  emergence  of 
the  Asian  NICs,  notably  (South)  Korea  and 
Taiwan,  as  major  source  countries  of  foreign 
direct  investment  in  Asia,  particularly  in  the 
ASEAN  countries.  Combined  with  Japanese 
direct  investment  in  the  region,  foreign  di- 
rect investment  from  the  five  East  Asian 
countries  (Japan  and  the  Asian  NICs)  now 
account  for  the  bulk  of  foreign  investment  in 
the  ASEAN  countries. 


Clearly,  the  rapid  increase  in  trade  and 
investment  ties  between  Japan,  the  Asian 
NICs,  and  the  ASEAN  countries  has  resulted 
in  closer  regional  economic  integration  be- 
tween these  countries.  In  the  following  pages 
we  will  take  a  closer  look  at  the  remarkable 
rise  in  intra-East  Asian  direct  investment, 
specifically  of  Japanese  and  Asian  NIC  in- 
vestment in  the  ASEAN  countries.  The  dis- 
cussion will,  in  particular,  focus  on  the  re- 
markable rise  of  East  Asian  direct  invest- 
ment in  Indonesia,  as  an  example  of  a  South- 
east Asian  country  which,  as  a  result  of  signi- 
ficant improvements  in  its  investments  cli- 
mate and  trade  regime,  has  been  able  to  at- 
tract substantial  new  East  Asian  investment. 

Foreign  Dined  Investment  in  the 
ASEAN  Countries 

The  data  in  Table  2  indicate  that  Japan 
and  the  four  Asian  NICs1  are  now  the  major 
investors  in  the  ASEAN  countries,  parti- 
cularly in  Malaysia  and  Thailand.  Altoget- 
her, East  Asian  investment  in  the  ASEAN 
countries  1989  accounted  for  62  per  cent  of 
foreign  investment  in  the  ASEAN  countries. 
This  percentage  figure  is  a  much  higher  pro- 
portion than  this  region's  share  in  world  in- 
come or  investment.  (Asian  Development 
Bank  1991,  46).  The  data  in  Table  2  also  in- 
dicate that  the  Japan's  total  investment  in 
the  ASEAN  countries  increased  rapidly  from 
US$2,205  million  in  1986-1988  to  US$5,444 
billion,  a  staggering  increase  of  almost  250 

'As  the  most  developed  Southeast  Asian  country, 
Singapore  will  be  classified  as  one  of  the  four  Asian 
NICs,  rather  than  as  an  ASEAN  country.  Henceforth, 
the  ASEAN  countries  are  understood  to  include  only  In- 
donesia, Malaysia,  the  Philippines,  and  Thailand 
(ASEAN-4).  In  view  of  the  relatively  unimportant  share 
of  foreign  investment  in  Brunei  Darussalam  in  the 
ASEAN  total,  this  paper  will  only  be  confined  to  the 
ASEAN-4. 
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ment  from  the  Asian  NICs,  particularly 
Korea  and  Taiwan,  to  the  ASEAN  countries. 
(Sakurai  1990,  1).  Other  features  of  this  new 
wave  of  Japanese  investment  include  (Tran 
1990,  87-90): 

1 .  The  steep  increase  in  direct  investment  by 
Japanese  manufacturing  firms  in  all  the 
ASEAN  countries,  particularly  Thailand; 

2.  The  steep  increase  of  Japanese  manufac- 
turing investment  in  the  ASEAN  coun- 
tries, particularly  in  the  various  machine- 
ry industries,  including  general  machine- 
ry, electric  and  electronic  machinery,  and 
transport  equipment; 


Table  2 

APPROVED  FOREIGN  DIRECT  INVESTMENT  IN  THE  ASEAN  COUNTRIES  1980-1989 

(in  US$  Million) 


From\. 

Indonesia 

Malaysia 

Philippines 

Thailand 

Total  ASEAN-4 

1986-88 
(%) 

1989 
(%) 

1986-88 
(%) 

1989 
(%) 

1 986-88 
(%) 

1989 
(%) 

1986-88 
(%) 

1989 
(%) 

1986-68 
(%) 

1989 

.(%)_._ 

Japan 

369 
(16.5) 

769 
(16.3) 

265 
(23.8) 

993 
(31.1) 

49 
(20.5) 

158' 
(19.7) 

1,522 
(46.4) 

3,524 
(40.7) 

2.205 
(32.1) 

5,444 
(32.6) 

NICs 

663 
(29.7) 

1,197 
(25.4) 

315 
(28.3) 

1,335 
(41.8) 

63 
(26.4) 

323 
(40.2) 

815 
(24.9) 

2,012 
(25,2) 

1,856 
(27.1) 

4.867 

(29,1) 

Hongkong 

157 
(7.0) 

407 
(8.6) 

57 
(5.1) 

130 
(4.1) 

21 

(8.8) 

133 
(16.5) 

211 
(6.4) 

562 
(7-0) 

446 
(6.5) 

1.232 
(7.4) 

Korea 

78 

(3.5) 

466 
(10.0) 

7 

.  (0-6) 

70 
(2.2) 

1 

(0.6) 

17 
(2.1) 

41 

(1.3) 

171 

(2:1) 

127 
0-9) 

724 
(4.3) 

Singapore 

116 
(5.2) 

166 
(3.5) 

112 
(10.1) 

338 
(10.6) 

h  b 

(0.4) 

24 
(3.0) 

157 
(4.8) 

411 

(5.1) 

386 
(5.6) 

939 
(5.6) 

Taiwan 

812 
(14.0) 

158 
(3.3) 

139 
(12.5) 

797 
(25.0) 

40 
(16.7) 

149 
(18.5) 

406 
(12.4) 

868 
(10.9) 

897 
(53.1) 

1,972 
(11.8) 

Asia 

1,032 
(46.3) 

1,966 
(41.7) 

580 
(52.2) 

2,328 
(72.9) 

112 
(46.9) 

481 

(59.8) 

2,337 
(71.3) 

5,536 
(69.2) 

4,061 
(59.2) 

10,341 
(61.9) 

World 

2,231 
(100.0) 

4,719 
(100.0) 

1,112 
(100.0) 

3,194 
(100.0) 

239 
(100.0) 

804 
(100.0) 

3,279 
(100.0) 

7,996 
(100.0) 

6,861 
(100.0) 

16,713 
(100.0) 

Source:    Calculated  from:  Asian  Development  Bank,  Asian  Development  Outlook  1991,  Manila,  April, 


per  cent.  Although  the  share  of  Japanese  in- 
vestment in  the  ASEAN  countries  only  in- 
creased marginally,  it  is  the  absolute  increase 
in  the  amount  of  Japanese  investment  which 
matters  most. 

The  surge  in  Japanese  direct  investment 
overseas  after  1985  has  been  referred  to  as 
the  new  wave  of  Japanese  investment. 
(Phongpaichit  1990,  33-34;  Tran  1990, 
87-94;  Sakurai  1990,  1-5).  Apart  from  the 
steep  increase  of  overall  Japanese  overseas 
investment,  including  in  Asia,  another 
feature  of  the  new  wave  of  Japanese  invest- 
ment has  been  the  notable  shift  in  this  invest- 
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3.  The  increasing  export-orientation  of  the 
new  Japanese  investment  projects  as  a  re- 
sult of  the  steep  appreciation  of  the  yen 
after  the  Plaza  Accord  of  September 
1985,  many  Japanese  firms,  including  the 
small-and  medium-scale  firms,  found  it 
necessary  to  relocate  their  manufacturing 
operations  to  lower-cost  sites  in  the 
ASEAN  countries,  either  to  serve  as  new 
export  platforms  or  as  sources  of  lower- 
cost  inputs  for  the  operations  in  Japan. 

Overseas  involvement  of  Japanese  firms 
since  the  mid-1980s  has  not  only  involved 
direct  investment  (local  production),  but 
also  technical  tie-ups,  production  coopera- 
tion, and  original  equipment  manufacturing 
(OEM).  For  instance,  direct  investment 
(local  production)  has  been  important  main- 
ly in  the  ASEAN  countries  as  well  as  the 
Asian  NICs,  while  production  cooperation 
has  mainly  taken  place  in  China.  The  degree 
to  which  Japanese  firms  pursued  one  or  the 
other  forms  of  the  above  overseas  involve- 
ments depended  to  a  large  degree  on  the 
general  technological  level  as  well  as  the  de- 
gree of  political  and  economic  risks  in  the 
host  countries.  On  the  other  hand,  original 
equipment  manufacturing  (OEM)  has  main- 
ly taken  place  in  the  Asian  NICs  in  view  of 
their  relatively  high  level  of  technological 
development.  (Tran  1990,  88-90). 

While  the  steep  appreciation  of  the  yen 
since  1985  has  significantly  changed  the 
structure  of  Japan's  comparative  advantage, 
it  has  been  argued  that  a  more  basic  cause 
underlying  the  steep  yen  appreciation  and 
the  relocation  of'  several  manufacturing 
operations  in  Japan  to  lower-cost  sites  over- 
seas has  been  the  industrial  transformation 
of  Japan  from  a  country  which  used  to  rely 
on  labour-intensive  manufactured  exports 
into  an  advanced  industrial  country  with  a 
strong  comparative  advantage  in  brain-and 


high  technology  industries.  In  other  words, 
structural  changes  within  the  Japanese  eco- 
nomy have  been  the  major  factor  which  have 
accounted  for  the  large  outflow  of  Japanese 
direct  investment  to  other  countries,  in- 
cluding the  ASEAN  countries.  (Phongpai- 
chit  1990,  33-34). 

That  the  structure  of  Japan's  compara- 
tive advantage  has  changed  significantly  as  a 
result  of  the  steep  appreciation  of  the  yen  is 
indicated  by  the  steep  rise  in  wages  and  other 
factor  cost  in  Japan.  To  be  sure,  wages  in 
Japan  had  already  started  rising  rapidly 
since  the  early  1960s  labour  markets  in  the 
country  began  to  tighten.  However,  as  a  re- 
Table  3 


INDICES  OF  WAGE  LEVELS  IN  ASIA 
(Monthly  Wage  in  Manufacturing,  1986) 
Japan = 100 


Japan 

1 00.0  (or  about  $US  1 ,600) 

NICs  -Singapore 

35.8 

-Taiwan 

25.0 

-  Korea 

22.1 

-Hong  Kong 

22.1 

ASEAr+4  -Malaysia 

11.1 

-Thailand 

8.8 

—  Indonesia 

5.9 

-Philippines 

5.1 

NICs  average 

26.3 

ASEAN  average 

7.3 

Notes:    NICs  average:  simple  average  of  four  coun- 
tries. 

ASEAN  average:  simple  average  of  four  coun- 
tries. 

Source:  Tran  van  Tho,  Japanese  Transnational  and 
Economic  Development  of  ASEAN  Coun- 
tries: Implications  from  Trends  Since  the  Mid- 
1980s,  paper  presented  at  the  workshop  on 
Japanese  Direct  Investment  in  Thailand  and 
other  Asian  countries,  held  on  16-17  October 
1989  at  the  Japan  Centre  for  Economic  Re- 
search (JCER),  Tokyo. 
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suit  of  the  yen  appreciation  in  1985,  wages 
(and  other  factor  costs)  in  Japan  began  to 
rise  even  more  in  dollar  terms.  This  is  clearly 
indicated  in  Table  3  which  shows  the  wage 
indices  of  Japan,  the  Asian  NICs,  and  the 
ASEAN-4  countries  in  1986. 

The  data  in  Table  3  clearly  indicate  that 
after  the  1985  yen  appreciation,  wages  in 
Japan  were  on  the  average  almost  four  times 
as  high  as  in  the  Asian  NICs,  add  almost  13 
times  as  high  as  in  the  ASEAN  countries. 
(Tran  1989,  26). 

The  data  in  Table  2  indicate  that  besides 
Japan,  the  Asian  NICs  have  also  emerged  as 
major  investors  in  the  ASEAN  countries. 
Being  the  richest  and  most  open  of  the  Asian 
NICs,  Hong  Kong  has  traditionally  been  an 
important  investor  in  all  the  Southeast  Asian 
countries.  Like  Hong  Kong,  Singapore  has 
traditionally  been  an  important  investor  in 
Indonesia,  Malaysia,  and  Thailand,  but  in 
the  Asia-Pacific  region  as  a  whole,  Singa- 
porean direct  investment  is  much  less  impor- 
tant, in  part  because  many  of  the  largest 
Singapore  firms  are  state-owned.  (Riedel 
1991:  143).  Another  reason  may  be  the  fact 
that  Singapore's  manufacturing  sector  is 
dominated  by  transnational  corporations 
(TNCs)  rather  than  by  locally-owned  firms. 
What  is  in  fact  surprising  is  that  Singapore's 
outward  direct  investment  is  quite  large, 
given  the  large  share  of  foreign  investment  in 
its  manufacturing  sector.  (Lecraw  1985, 
399). 

The  data  in  Table  2  also  show  that 
among  the  Asian  NICs,  Taiwan  has  emerged 
as  the  major  investor  in  the  ASEAN  coun- 
tries. During  1991  Taiwan  was  in  fact  the 
largest  foreign  investor  in  Indonesia  with' an 
approved  amount  of  almost  US$1.1  billion, 
more  than  US$200  million  larger  than  Japa- 
nese investment,  the  second  largest  investor 


(BKPM  1991,  8).  Besides  Taiwan,  Korea  has 
emerged  as  another  major  investor  in  South- 
east Asia,  with  by  far  the  largest  investment 
in  resource-rich  and  labour-abundant  Indo- 
nesia. 

Southeast  Asia  has  become  an  attractive 
place  for  direct  investment  from  the  Asian 
NICs,  notably  Korea  and  Taiwan,  mainly 
because  their  comparative  advantage  in 
labour-intensive  manufactures  was  rapidly 
eroded  since  the  mid  1980s  by  rising  real 
wages  and  exchange  rate  appreciation. 
Manufacturing  firms  from  these  NICs 
possess  substantial  ownership  advantages  in 
terms  of  technological  and  marketing  know- 
ledge about  labour-intensive  manufactures, 
which  they  could  exploit  profitably  by  relo- 
cating their  labour-intensive  export-oriented 
manufacturing  operations  to  the  lower-wage 
countries  in  Southeast  Asia,  once  they  had 
lost  their  comparative  advantage  in  these  ac- 
tivities. In  this  way,  direct  investment  from 
the  NICs  will  facilitate  the  movement  up  the 
ladder  of  comparative  advantage,  both  in 
the  investment  countries,  whose  resoui^' 
can  be  released  to  move  to  more  capital-and 
technology-intensive  activities,  and  in  the 
host  countries,  whose  industrial  employment 
and  non-traditional  exports  can  expand,  par- 
ticularly manufactured  exports.  (Asian  De- 
velopment Bank  1991,  46-48). 

In  addition  to  the  push  factors  (notably 
the  steep  exchange  rate  appreciation  which 
have  accounted  for  the  rapid  increase  of 
Japanese  and  NIC  investment  in  the  ASEAN 
countries,  pull  factors  in  the  host  countries 
have  also  been  at  work  to  attrack  more  for- 
eign investment,  including  Japanese  invest- 
ment. Among  the  pull  factors,  the  most  im- 
portant have  been  the  high  economic  growth 
and  political  stability  enjoyed  by  the 
ASEAN  countries,  with  the  exception  of  the 
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Table  4 

OVERALL. RANKING  OF  THE  INVESTMENT  CLIMATE  IN  THE  ASEAN  COUNTRIES,  1970-1988 


Allen's  1970  Assessment 
simple  score  system 

Allen's  1979  Assessment 
complex  score  system 

Present  Assessment 
by  Chee 

1 .  Singapore 

1 .  Singapore 

1 .  Thailand 

2.  Malaysia 

2.  Malaysia 

2.  Singapore 

3.  Philippines 

3.  Philippines 

3.  Malaysia 

4.  Thailand 

4.  Indonesia 

4.  Indonesia 

5.  Indonesia 

5.  Thailand 

5.  Philippines 

Source:  Somsak  Tambunlertchai,  "The  Changing  Pattern  of  Japanese  Direct  Investment  in  Thailand,"  in  Tran 
van  Tho  (editor),  Japan's  Direct  Investment  in  Thailand:  Patterns  and  Issues  Table  4  (Tokyo:  Japan 
Centre  for  Economic  Research,  August  1991),  19. 


Philippines;  the  generally  favourable  invest- 
ment climate  for  foreign  investors;  abundant 
natural  resources,  particularly  in  Indonesia 
and  Malaysia;  and  relatively  cheap  labour. 

Among  the  ASEAN  countries,  Thailand 
and  Singapore  appear  to  score  the  highest  in 
terms  of  a  favourable  investment  climate  for 
foreign  investors.  Using  various  criteria, 
such  as  political  and  economic  stability,  in- 
vestment incentives  and  restrictions,  market 
potential,  and  costs  of  production,  Thomas 
Allen  made  a  comparison  of  the  investment 
climate  in  the  various  ASEAN  countries,  in- 
cluding Singapore,  in  1970  and  1979.  Using 
the  same  criteria,  Chee  Peng  Lim  made  a 
similar  comparison  of  the  investment  climate 
in  the  ASEAN  countries  in  1988  (Table  4). 

The  data  in  Table  4  indicate  that 
although  in  1979  Thailand  was  considered  to 
have  the  worst  investment  climate  for  for- 
eign investors  among  the  ASEAN  countries, 
in  the  following  decade  it  was  able  to  im- 
prove its  investment  climate  to  such  an  ex- 
tent, that  in  1988  Thailand  appeared  to  have 
the  best  overall  investment  climate.  (Tam- 
bunlertchai 1991,  19).  This  assessment  is  cer- 
tainly corroborated  by  the  data  in  Table  2, 
which  shows  that  although  foreign  direct  in- 


vestment, particularly  Japanese  and  Asian 
NIC  investment,  increased  in  all  the  ASEAN 
countries  during  the  late  1980s,  it  increased 
most  rapidly  in  Thailand. 

In  the  view  of  Japanese  investors,  who 
are  the  major  investors  in  Thailand,  the 
country's  investment  climate  is  attractive  for 
several  reasons.  For  one  thing,  among  the 
ASEAN  countries,  Thailand  stands  out  as  a 
country  which  during  the  past  decade  has  ex- 
perienced rapid  but  stable  growth.  Further- 
more, the  size  of  the  Thai  economy  is  rela- 
tively large  and  its  economic  structure  is  well 
diversified.  In  terms  of  the  size  of  its  Gross 
Domestic  Product  (GDP),  the  Thai  economy 
is  second  only  to  Indonesia  among  the 
ASEAN  countries.  In  view  of  Thailand's 
diversified  economic  structure,  fluctuations 
in  its  level  of  economic  activity  and  export 
earnings  have  on  the  whole  been  smaller 
than  in  the  other  ASEAN  countries.  This 
economic  as  well  as  political  stability  has  cer- 
tainly been  a  major  factor  in  accounting  for 
Thailand's  favourable  investment  climate. 

Other  factors  accounting  for  Thailand's 
favourable  investment  climate  are  the  large 
supply  of  relatively  cheap  labour  and  the 
peaceful  labour  market;  the  plentiful  supply 
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of  natural  resources;  a  generally  positive  at- 
titude towards  foreign  investment  among  the 
Thai  people;  a  favourable  policy  towards 
foreign  investment,  reflected  in  generous  in- 
vestment incentives  and  few  restrictions,  and 
relatively  well-developed  infrastructural 
facilities  for  manufacturing  investment. 
(Tambunlertchai  1991,  16-18). 

At  present,  however,  Thailand'  invest- 
ment climate,  appears  to  be  less  favourable 
in  view  of  the  inadequate  infrastructure  and 
shortage  of  skilled  workers  and  technicians. 
Foreign  investors  are  also  often  critical  of 
the  bureaucratic  red  tape  and  the  lack  of  ef- 
fective coordination  among  various  govern- 
ment agencies.  (Tambunlertchai  1991,  18). 

While  the  investment  climate  in  most  of 
the  ASEAN  countries,  with  the  possible  ex- 
ception of  Singapore,  leaves  something  to  be 
desired,  Indonesia's  investment  climate 
throughout  the  decades  of  the  1970s  and 
1980s  has,  as  indicated  by  Table  4,  always 
been  considered  unfavourable  by  many  for- 
eign investors,  including  Japanese  investors. 
In  fact,  the  findings  of  a  survey  of  Japanese 
firms'  views  on  imports  from  and  direct  in- 
vestment into  the  ASEAN  countries,  con- 
ducted by  the  Japanese  Committee  for  Eco- 
nomic Development  (Keizai  Doyukai)  in  ear- 
ly 1987  (Keizai  Doyukai  1987,  38-39;  47),  re- 
vealed that  in  various  respects  Indonesia's 
investment  climate  was  considered  to  be  less 
favourable  than  those  of  the  other  ASEAN 
countries,  with  the  exception  of  the  Philip- 
pines. 

While  the  findings  of  any  survey  should 
be  treated  with  caution,  the  Keizai  Doyukai 
findings  on  Indonesia's  investment  climate 
tended  to  support  the  critical  assessments  in 
senior  Japanese  officials  stationed  in  Indo- 
nesia around  the,  mid-1980s,  particularly  Mr. 


Toshihiko  Kinoshita,  then  Chief  Representa- 
tive of  the  Export-Import  Bank  of  Japan 
(Kinoshita  1986,  41-51),  and  Mr.  Hiroshi 
Oshima,  then  Director  of  the  Jakarta  Office 
of  the  Japan  External  Trade  Organisation 
(JETRO).  (Oshima  1986,  6).  Being  familiar 
with  the  views  of  Japanese  investors,  who 
were  the  largest  foreign  investors  in  Indone- 
sia's non-oil  economy,  the  views  of  these 
Japanese  official  representatives  was  taken 
seriously  by  the  foreign  business  community 
in  Indonesia. 

By  the  late  1980s,  however,  Indonesia's 
investment  climate  had  improved  sufficient- 
ly to  attract  an  increasing  flow  of  foreign 
direct  investment,  as  shown  in  Table  2,  parti- 
cularly from  Japan  and  the  Asian  NICs,  as  a 
result  of  a  series  of  deregulation  measures  in- 
troduced by  the  Indonesian  government  to 
encourage  the  private  sector,  including  for- 
eign investors,  to  play  a  more  active  role  in 
the  economy.  In  fact,  the  surge  of  foreign 
direct  investment  into  Indonesia  during  the 
late  1980s  is  quite  striking,  Indonesia  had, 
along  with  the  Philippines,  one  of  the  worst 
investment  climates  among  the  ASEAN 
countries.  In  the  following  pages  we  will 
therefore  take  a  closer  look  at  the  recent  de- 
velopments of  foreign  direct  investment  in 
Indonesia  and  the  underlying  factors  which 
have  been  responsible  for  the  surge  in  the 
late  1980s  and  the  subsequent  decline  in  the 
early  1990s. 

Foreign  Direct  Investment  in  Indone- 
sia Since  the  Late  1980s 

Recent  Trends 

The  data  in  Table  5  clearly  show  the 
surge  in  approved  foreign  direct  investment 
into  Indonesia  in  the  late  1980s,  particularly 
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when  compared  with  the  low  investment 
figures  of  the  late  1970s  and  early  1980s. 

Table  5 

APPROVED  FOREIGN  DIRECT  INVESTMENT  IN 
INDONESIA,  1967  -  31  MAY  19931 

Foreign  Direct  Investment 


Amount  3) 


Year 

Projects  2) 

(US$  million) 

1967 

12 

207.1 

1968 

35 

264.4 

1969 

37 

127.5 

1970 

83 

166.8 

1971 

02 

287.2 

1972 

47 

163.0 

1973 

69 

323.8 

1974 

53 

542.4 

1975 

24 

1,145.0 

1976 

22 

221.0 

1977 

20 

167.0 

1978 

23 

207.1 

1979 

13 

248.6 

1980 

20 

1.074.4 

1981 

24 

706.5 

1982 

31 

2.416.9 

1983 

46 

2,470.8 

1984 

23 

1,096.9 

1985 

45 

853.2 

1986 

93 

847.6 

1987 

130 

1,520.3 

1988 

145 

4,481.6 

1989 

294 

4,718.8 

1990 

432 

8,751.0 

1991 

376 

8,778.2 

1992 

305 

10,313.2 

1993  (Jan-May) 

99 

3,973.2 

Notes:     Excluding  foreign  investment  in  oil,  banking 
insurance,  and  leasing; 
2New  projects  only; 

3Amount  of  investment  includes  approved 
amount  for  new  projects  as  well  as  approved 
expansion  of  existing  projects. 
Source:    Badan  Koordinasi  Penanaman  Modal  (Capi- 
tal Investment  Coordinating  Board  =  BKPM) 

1.  Statistics  on  Investment,  31  December 
1992,  Jakarta  (for  1967-1992  data),  2 

2.  Monthly  Investment  Report,  May  1993 
(for  January-May  1993  data) 
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Foreign  as  well  as  domestic  investment 
declined  again  since  1991,  largely  as  a  result 
of  the  tight  money  policy  pursued  by  the  In- 
donesian government  to  control  inflationary 
pressures  and  keep  the  current  account  de- 
ficit from  growing  beyond  reasonable  limits, 
the  limitation  on  commercial  offshore  loans 
in  September  1991  to  keep  Indonesia's  large 
foreign  debt  under  control,  the  constraints 
posed  by  the  inadequate  physical  infrastruc- 
ture (Sastrowardoyo  1993,  5),  and  the  grow- 
ing attraction  of  other  countries,  such  as 
China  and  Vietnam,  to  foreign  investors. 

The  data  in  Table  6  show  that  the 
number  of  foreign  as  well  as  domestic  invest- 
ment projects  has  not  only  increased  in  ab- 
solute terms,  but  also  that  a  growing  number 
of  the  investment  projects  approved  during 
the  Jate  1980s  were  export-oriented  projects. 

The  data  in  Table  6  also  show  that  the 
rise  in  the  number  of  export-oriented  pro- 
jects have  been  most  striking  in  the  case  of 
foreign  projects,  which  has  been  particularly 
responsive  to  the  improvements  in  Indone- 
sia's investment  climate  and  trade  regime 
which  has  made  exporting  a  more  profitable 
undertaking  since  the  mid  1980s. 

The  drop  in  export-oriented  domestic 
and  foreign  investment  projects  since  1991 
has  not  only  been  due  to  the  overall  drop  in 
approved  investment  projects,  but  probably 
also  to  the  fact  that,  despite  the  series  of 
deregulation  packages  in  recent  years,  re- 
maining non-tariff  barriers  (NTBs)  and  non- 
transparent  regulations  governing  the  non- 
tradeable  sectors  still  hinder  export -oriented 
activities  (Nasution  1991,  8,  42),  thus  ad- 
versely affecting  investment  in  these  activi- 
ties. 

One  of  the  most  striking  developments  in 
foreign  direct  investment  in  Indonesia  has 
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been  the  rapid  rise  in  the  number  of  ap- 
proved investment  projects  from  the  four 
Asian  NICs.  (Table  7). 

The  data  in  Table  7  show  that  in  1992  the 
four  Asian  NICs  combined  accounted  for 
129  projects  (or  42  per  cent)  out  of  a  total  of 
305  newly  approved  foreign  investment  pro- 
jects. Combined  with  Japanese  investment, 
foreign  investment  from  these  five  East 
Asian  countries  accounted  for  167  projects 
or  55  per  cent  of  the  total.  Compared  with 
1990,  the  number  of  total  NIC  investment 
projects  has  declined  by  almost  48  per  cent  in 
1992,  whereas  the  number  of  newly  approved 
Japanese  projects  has  declined  by  37  per 
cent.  Among  the  four  Asian  NICs,  only 
Singaporean  and  Hong  Kong  investment  in- 
creased in  1992  as  compared  to  1990  in  terms 
of  number  of  projects  and  amount  approved, 
whereas  investment  from  the  other  two  NICs 
suffered  a  steep  decline,  particularly  from 
Taiwan  which  declined  by  75  per  cent  in 
terms  of  number  of  projects.  Since  most  of 
the  newly-approved  Asian  NIC  projects  are 
export-oriented  projects,  the  decline  in  the 
total  number  of  approved  export-oriented 
foreign  investment  projects  can  be  attributed 
to  the  decline  in  the  number  of  newly- 
approved  Korean  and  Taiwanese  projects. 

In  terms  of  the  approved  amount,  how- 
ever, total  Asian  NIC  investment  in  1992  ac- 
counted for  26  per  cent  of  the  total.  This 
figure  indicates  that  on  average,  NIC  firms 
invest  in  smaller  projects  than  do  developed 
country  investors.  Naturally,  average  figures 
do  not  reflect  actual  conditions,  and  may 
therefore  be  quite  misleading.  Moreover,  the 
size  of  each  project  should  also  be  measured 
by  the  volume  of  output  and  the  number  of 
workers,  data  for  which  are  not  readily  avail1 
able.  However,  the  figures  in  Table  7  do  sug- 


gest that  many  NIC  investors  retain  a  com- 
petitive edge  in  small-scale  manufacturing, 
as  did  developing  country  investors  in  gene- 
ral in  the  late  1970s.  (Wells  1983,  19-30). 

Some  Features  of  Recent  NIC  Investment 

Japanese  and  Asian  NIC  investments  are 
on  the  whole  more  export-oriented  than 
those  from  other  source  countries  (Table  8). 
54  per  cent  of  new  Asian  NIC  projects  ap- 
proved during  1992  were  export  oriented, 
while  the  corresponding  figure  for  newly- 
approved  Japanese  projects  was  even  higher, 
namely  65  per  cent.  The  corresponding 
figures  for  European,  American,  and  Aus- 
tralasian projects  were  respectively  21,  47, 
and  46  per  cent. 

Of  the  total  planned  exports  of  foreign 
investment  projects  approved  in  1992,  the 
majority  (26  per  cent)  were  to  be  generated 
by  NIC  projects,  8  per  cent  by  Japanese  pro- 
jects, 3  per  cent  by  American  projects,  and 
0.3  oer  cent  by  Australasian  projects.  (Table 
8). 

Export-oriented  investment  occupies  a 
much  larger  share  of  Korean  and  Taiwanese 
than  of  Hong  Kong  and  Singaporean  invest- 
ment. The  reason  for  this  is  that  much  of  the 
Korean  and  Taiwanese  investment  has  only 
come  in  recent  years,  and  has  come  with  the 
explicit  purpose  of  using  Indonesia  as  a  new, 
low-cost  export  base  to  continue  serving 
long-established  markets  in  the  developed 
countries.  Hong  Kong  and  Singaporean  in- 
vestors, on  the  other  hand,  have  been  in  In- 
donesia since  the  late  1960s,  and  are  there- 
fore more  familiar  with  her  domestic  mar- 
ket. Thus  new  investment  from  Hong  Kong 
and  Singapore  is  still  more  domestic  in  orien- 
tation than  that  from  Korea  and  Taiwan 
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(even  though  most  of  Hong  Kong  and  Singa- 
pore's recent  investments  are  also  export 
oriented). 

The  export  orientation  of  recent  NIC  in- 
vestment, particularly  from  Korea  and 
Taiwan,  is  not  surprising:  NIC  investors  had 
established  business  relations  with  buyers  in 
developed  country  markets  long  before  they 
moved  their  operations  to  lower-cost  sites  in 


Southeast  Asia.  Relocation  to  countries  such 
as  Indonesia  did  not  affect  their  access  to 
their  traditional  rich  country  markets. 

Asian  NIC  projects  also  appear  to 
employ  a  larger  number  of  workers  than  do 
the  projects  of  the  other  source  countries. 
For  instance,  in  1990  the  250  newly-approved 
Asian  NIC  projects  were  planning  to  employ 
not  less  than  101,000  Indonesian  workers, 


Table  8 

PLANNED  EXPORTS  OF  NEWLY  APPROVED  FOREIGN  INVESTMENT  IN  1992 
BY  MAJOR  REGION/COUNTRY  OF  ORIGIN 


Newly-approved  projects  Planned  exports 

Major  Region  on    

Country  of  Origin  Total        Export-     %  of  total        Amount        %  of  total 

oriented      projects  (millions  of  US$)  exports 

projects 

(1)  (2)        (3=-2-)  (4)  (5) 

', 


1 .  Asia 

166 

93 

56.0 

967.0 

43.1 

-  Japan 

-40 

26 

65.0 

173.4 

7.7 

-Asian  NICs 

144 

62 

54.4 

572.9 

25.6 

-  Korea 

-24 

20 

83.3 

122.9 

5.5 

-Taiwan 

-20 

14 

70.0 

136.2 

6.0 

-  Hong  Kong 

-34 

12 

35.3 

222.7 

9.9 

-  Singapore 

-36 

16 

'  15.7 

91.1 

4.1 

-Other  ASEAN! 

-6 

4 

66./ 

215.6 

9.6 

-Other  Asia 1 

-6 

1 

16.7 

5.1 

0.2 

2.  America3 

15 

7 

46.7 

64,6 

2.9 

3.  Europe4 

82 

17 

20.7 

176.2 

7.9 

4.  Africa 

1 

5.  Australasia 5 

11 

5 

45.5 

6.3 

0.3 

6.  Other  Countries 

3 

6.4 

0.3 

7.  Joint  Countries6 

24 

12 

50.0 

1 ,020.9 

45.5 

Total  230  137  2,241.4 

Notes:    (1)  Other  ASEAN  include  Malaysia  and  Thailand 

(2)  Other  Asia  include  India 

(3)  America  include  the  US 

(4)  Europe  include  the  EC  (European  Community)  and  the  non-EC  countries 

(5)  Australasia  include  Australia  and  New  Zealand 

(6)  Joint  countries  include  foreign  investment  by  more  than  one  source  country 

Source:    Calculated  from:  BKPM,  Monthly  Investment  Report,  Tables  2.5  &  2.15.  De- 
cember 1992. 
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out  of  a  total  of  148,000  workers  to  be 
employed  by  all  of  the  new  projects  approved 
in  1990.  (BKPM  1990,  Table  2.10). 

On  the  whole  the  average  new  Asian  NIC 
project  also  appear  to  be  more  labour-inten- 
sive than  the  projects  of  other  source  coun- 
tries. (Table  9). 

The  data  in  Table  9  indicate  that  the 
Asian  NIC  projects  on  the  average  employ 
almost  twice  as  many  workers  as  the  average 
project  from  the  other  source  countries.  The 
only  exceptions  are  the  Singaporean  projects 
which  on  the  average  employ  as  many 
workers  as  the  the  average  projects  of  the 
developed  country  firms.  This  may  be  due  to 
the  fact  that  several  Singaporean  projects 
have  been  set  up  by  TNC  subsidiaries  based 


in  Singaporean  rather  than  by  indigenous 
Singaporean  firms. 

The  data  in  Tables  8  and  9  do  indicate 
that  many  Asian  NIC  projects  in  Indonesia 
are  labour-intensive,  export-oriented  opera- 
tions, which  have  been  set  up  by  Asian  NIC 
firms  whose  comparative  advantage  in 
labour-intensive  manufactures  in  their  own 
country  was  being  eroded  by  rising  real 
wages  and  the  appreciation  of  the  currencies 
of  their  countries,  since  the  mid  1980s. 

Another  feature  of  recent  Asian  NIC  in- 
vestments concerns  the  size  of  investments. 
With  the  lowering  of  the  minimum  required 
level  of  foreign  equity  investment  from  $1 
million  to  $250,000,  in  May  1989  an  in- 
creased inflow  of  foreign  direct  investment 


Table  9 

EMPLOYMENT  WITH  NEWLY  APPROVED  FOREIGN  INVESTMENT  PROJECTS, 
FROM  SELECTED  SOURCE  COUNTRIES,  1990 


Planned  Employment     Average  Number  of 


Source  Country 

Number  of  Projects 

of  Indonesian  Workers 

Workers  Per 

Asia 

Japan 

76 

20,926 

275 

-  Asian  NICs: 

-  Korea 

86 

37,550 

437 

-Hong  Kong 

36 

16,835 

468 

-Taiwan 

94 

39,574 

421 

-  Singapore 

34 

7,028 

207 

-  Other  Asia 

11 

2,387 

217 

-US 

16 

3,513 

220 

-Netherlands 

10 

2,097 

210 

-UK 

10 

939 

94 

-  France 

6 

1,059 

177 

-Australia 

8 

1,490 

186 

Source:    Calculated  from  BKPM:  Monthly  Investment  Report,  Table  2.8,  December  1990. 
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by  Japanese  and  Asian  NIC  small-and 
medium-scale  enterprises  (SMEs)  has  recent- 
'  ly  taken  place,  just  as  has  been  the  case  in  the 
other  ASEAN  countries,  notably  Thailand. 
Data  on  the  average  size  of  investment  in  the 
NIC,  particularly  the  Korean  and  Taiwanese 
projects,  suggest  that  most  of  these  projects 
are  relatively  small-scale  operations,  involv- 
ing an  investment  of  less  than  $5  million, 
and  in  some  cases  even  less  than  $1  million. 
Of  the  Korean  projects,  74  per  cent  have  a 
capital  investment  of  less  than  $5  million, 
while  for  Taiwanese  projects  the  figure  is  64 
per  cent.  Although  the  majority  of  these  pro- 
jects are  small  in  terms  of  the  amount  of 
capital  invested,  they  may  involve  quite  large 
operations  in  terms  of  volume  of  output  and 
number  of  workers,  particularly  as  virtually 
all  the  recent  Korean  and  Taiwanese  projects 
are  export  oriented. 

As  regards  technology  levels,  the  classi- 
fication of  industries  by  intensity  and  type  of 
manufacturing  technology  used  by  Wells 
(1983,  44)  suggests  that  the  Korean  and  Tai- 
wanese projects  in  Indonesia  are  concen- 
trated in  labour-intensive  industries  charac- 
terised by  relatively  simple  or  low  technolo- 
gies, such  as  food  and  beverages  and  textile 
products. 

While  the  these  features  indicate  that  the 
competitive  strength  of  Korean  and  Tai- 
wanese outward  investment  in  the  manufac- 
turing sector  still  lies  mainly  in  the  'low- 
technology  industries',  the  recent  shift  to  a 
more  capital-and  technology-intensive  path 
of  industrialisation  in  Korea  and  Taiwan  has 
enabled  entrepreneurs  from  these  countries 


2Defined  by  Wells  as  those  industries  whose  expen- 
ditures on  Research  and  Development  (R&D)  in  the  US 
have  been  less  than  1  per  cent  of  their  sales  (Wells  1983, 
45). 
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to  establish  a  few  projects  in  'high-technolo- 
gy industries'3  in  Indonesia,  such  as  elec- 
trical products  and  machinery. 

It  might  be  expected  that  this  trend  in 
Asian  NIC  investment,  which  has  a  parallel 
in  Japanese  investment  since  the  mid-1970s, 
will  continue,  in  line  with"  the  growing  tech- 
nological capability  and  comparative  advan- 
tage of  the  NICs  in  these  industries.  How- 
ever, it  is  also  likely  that  as  long  as  In- 
donesia, because  of  its  abundant  and  cheap 
labour,  retains  a  strong  comparative  advan- 
tage in  labour-intensive  industries,  foreign 
(including  NIC)  investors  will  be  inclined  to 
keep  their  labour-intensive,  low-technology, 
export-oriented  operations  in  Indonesia  as 
long  as  these  operations  remain  profitable. 
(Thee  1991). 

Concluding  Remarks 

The  above  outline  of  foreign  direct  in- 
vestment in  the  ASEAN  economies  has  in- 
dicated that  in  recent  years  the  most  impor- 
tant source  countries  of  foreign  direct  invest- 
ment in  the  ASEAN  countries,  including  In- 
donesia, have  been  Japan  and  the  four  Asian 
NICs,  including  Korea,  Taiwan,  Hong 
Kong,  and  Singapore.  Although  in  terms  of 
cumulative  direct  investment,  Japan  is  still 
by  far.  the  largest  investor  in  the  ASEAN 
economies,  the  Asian  NICs  as  a  group  are 
fast  emerging  as  major  investors  in  the 
region.  Taking  into  account  the  fact  that 
trade  between  Japan,  the  Asian  NICs,  and 
the  ASEAN  countries  have  also  expanded 
rapidly  in  recent  years,  this  growing  intra- 
Asian  trade  as  well  as  intra-Asian  investment 

3Defined  as  industries  whose  expenditures  on  R&D 
in  the  US  exceed  2.5  per  cent  of  their  sales  (Wells  1983. 
45). 


FOREIGN  INVESTMENT 


449 


certainly  reflects  the  growing  regional  eco- 
nomic integration  of  the  Asia-Pacific  region. 

On  the  whole  a  distinction  can  be  made 
between  Japanese  investment  on  the  one 
hand  Asian  NIC  investments  on  the  other. 
At  present  most  Japanese  investments  in  the 
ASEAN  countries  are  large,  capital-and 
technology-intensive  operations,  while  many 
NIC  investments  are  relatively  small,  labour- 
intensive,  and  low  or  medium  technology 
operations.  Although  after  the  yen  apprecia- 
tion of  1985  many  Japanese  small-and 
medium-scale  industries  (SMIs)  found  it 
necessary  to  relocate  their  labour-intensive 
operations  to  lower-cost  sites  in  Southeast 
Asia,  it  is  nevertheless  still  true  that  most 
Japanese  projects  in  Southeast  Asia  are  rela- 
tively large,  capital  and  technology-inten- 


sive projects.  Consequently,  at  present 
Japan's  overseas  interests  in  the  ASEAN 
countries  generally  do  not  conflict  with  the 
NIC  interests.  (Tran  1989  (2),  3).  However, 
as  the  financial  and  technological  capabili- 
ties of  the  NICs  keep  growing  in  the  coming 
years,  their  foreign  investment  interests  may 
collide  with  the  Japanese  interests.  However, 
Japanese  firms  will  certainly  not  sit  still,  so 
that  in  the  coming  years  their  activities  may 
continue  to  shift  more  and  more  to  high  tech- 
nology- and  brain-intensive  operations 
which  cannot  as  yet  be  matched  by  the  NIC 
investors.  If  this  were  to  be  the  case,  then 
both  NIC  as  well  Japanese  investment  will 
contribute  to  the  industrial  restructuring  of 
the  ASEAN  countries  as  they  move  from  low 
value  added  to  higher  value  added  activities 
in  the  course  of  their  industrial  development. 
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Indonesia  During  the  Economic 
Take-Off:  Economic,  Political, 
and  Social  Challenges* 

All  Wardhana 


THE  theme  of  this  paper  deals  with  the 
economic,  political,  and  social  chal- 
lenges that  will  confront  Indonesia  as 
it  reaches  middle-income  status.  This  is  an 
interesting  but  also  an  extremely  wide- 
ranging  topic.  Accordingly  I  narrow  the 
focus  of  this  paper  to  economic  and  social 
issues.  In  limiting  this  paper  primarily  to  the 
economic  issues  I  am  making  use  of  that 
most  pov/erful  economic  law  —  the  law  of 
comparative  advantage  -  which  ensures  us 
that  all  of  us  will  benefit  from  this  decision. 

We  are  all  aware  of  the  tremendous  eco- 
nomic progress  Indonesia  has  made  over  the 
past  twenty- five  years.  Over  the  relatively 
short  period  1968  to  1993,  Indonesia's  eco- 
nomy has  quite  literally  transformed  itself. 
A  scant  twenty-five  years  ago  few  would 
have  predicted  that  Indonesia  would  become 
one  of  the  most  rapidly  growing  economies 
in  the  world,  that  it  could  transform  itself 


•Adapted  from  Dr.  Ali  Wardhana's  address  at  the 
Session  VIII  of  the  Conference  on  "Indonesia,  Asia 
Pacific  and  the  New  World  Order,"  held  in  Bali,  8-10 
August  1993. 


from  a  food  deficit  into  a  food  surplus  na- 
tion, and  that  its  manufacturing  base  would 
grow  rapidly,  developing  the  capacity  to 
compete  effectively  in  the  international  mar- 
ket. Over  the  past  decade  our  GDP/capita 
has  grown  at  an  annual  rate  of  nearly  4  per 
cent  so  that  in  1992  our  per  capita  income 
was  about  $650.  If  we  can  maintain  this 
same  growth  rate  for  the  next  decade,  real 
per  capita  incomes  will  rise  to  nearly  $1,000 
placing  us  firmly  amongst  the  middle  in- 
come developing  countries.  What  is  more 
important,  Indonesia  achieved  this  rapid 
growth  while  improving  the  economic  and 
social  conditions  for  the  bulk  of  its  people. 
While  we  still  face  unacceptably  high  pover- 
ty levels,  Indonesia's  progress  in  reducing 
poverty  is  unmatched  by  any  Asian  country. 
In  1970,  60  per  cent  of  our  population  was 
classified  as  absolutely  poor,  a  poverty  in- 
cidence not  only  shockingly  high  but  the 
highest  among  our  Asian  neighbours.  Twen- 
ty years  later  the  incidence  of  poverty  has 


'Refers  to  1992  GDP/ capita  at  1990  constant  prices 
and  exchange  rates. 
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declined  to  15  per  cent,  a  level  below  that  of 
the  Philippines  and  even  below  that  of  Thai- 
land, whose  per  capita  income  is  two  and 
half  times  that  of  Indonesia.  We  can  be  just- 
ly proud  of  this  achievement. 

Remarkable  as  the  past  twenty- five  years 
of  development  have  been,  Indonesia  cannot 
rest  on  its  laurels.  Despite  the  progress 
made,  many  problems  remain,  and  others 
are  emerging.  Twenty- seven  million  of  our 
citizens  are  still  classified  as  absolutely  poor. 
Although  our  population  growth  rate  has  de- 
clined marketly  we  still  expect  about  2.3 
million  new  entrants  into  the  labour  market 
each  year  for  the  near  future.  In  addition  we 
must  find  more  productive  and  rewarding 
job  opportunities  for  those  currently  under- 
employed. Our  exportable  oil  surplus  is 
shrinking  so  that  increasingly  we  must  earn 
our  foreign  exchange  through  the  exports  of 
manufactured  goods  and  of  services.  These 
disparate  problems  have  one  thing  in  com- 
mon: only  through  continued  rapid  growth 
can  further  progress  be  made  on  all  fronts  - 
economic  and  social.  Yet  if  the  challenge  of 
formulating  policies  that  encouraged  eco- 
nomic development  with  social  justice  was 
difficult  in  the  past,  it  is  becoming  increas- 
ingly clear  that  the  emerging  new  world 
order  will  make  it  even  more  difficult  to  con- 
tinue, let  alone  accelerate,  our  future 
growth.  And  the  "take-off  stage  of  eco- 
nomic development,  which  conveniently  can 
be  used  to  characterise  the  next  decade  of  In- 
donesia's growth,  will  bring  with  it  a  new  set 
of  domestic  challenges  that  must  also  be 
understood  and  dealt  with. 

I  would  not  review  our  past  achieve- 
ments, but  it  is  important  that  we  review  our 
past  experience.  This  may  provide  us  with 
guidelines  for  the  future  policies.  In  review- 
ing Indonesia's  development  there  are,  I  be- 


lieve, three  policy  strands  that  stand  out. 

First,  Indonesia's  economic  experience 
has  amply  demonstrated  that  a  prerequisite 
for  successful  development  is  socio-political 
stability.  Without  such  stability,  investors 
face  unacceptable  risks  and  either  invest  else- 
where or  invest  for  short-term  gains.  Long- 
term  sustainable  growth  requires  long-term 
investment,  and  such  investments  will  only 
take  place  in  an  environment  that  minimises 
non-business  risks. 

Second,  while  external  events  are  impor- 
tant, nations  shape  their  own  destinies. 
Clearly  our  own  development  would  have 
been  far  easier  if,  in  the  mid-1980s,  we  did 
not  have  to  deal  with  the  collapse  of  energy 
prices,  the  rise  in  international  interest  rates, 
and  the  depreciation  of  the  US  dollar.  But 
sound  domestic  policies  managed  to  mobilise 
the  domestic  will  and  the  resources  to  over- 
come these  external  shocks.  Deregulation 
measures  led  to  a  diversification  of  produc- 
tion and  of  exports,  creating  a  more  resilient 
economic  structure  that  will  be  better  able  to 
weather  future  shocks.  Indeed,  the  emerging 
new  world  order  itself  will  present  us  with 
new  international  challenges.  But  in  the  end 
our  capacity  to  deal  with  these  new  chal- 
lenges will  be  determined  by  the  success  of 
our  domestic  policies. 

And  third,  development  depends  on  a 
proper  blend  of  state  and  private  sector  par- 
ticipation in  the  economy.  John  Keynes 
noted  that  "the  important  thing  for  govern- 
ment is  not  to  do  the  things  which  individuals 
are  doing  already,  ...  but  to  do  those  things 
which  at  present  are  not  done  at  all."2  Yet  it 
is  an  oversimplification  to  suggest  that  gov- 
ernment is  the  problem,  not  the  solution. 

2John  Maynard  Keynes,  "The  End  of  Laissez- 
Faire."  The  Collected  Writings  of  John  Maynard  Key- 
nes. New  York:  St.  Martin  Press  (1972). 
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Market  based  development  does  require  gov- 
ernment action.  Government  plays  a  critical 
role  in  ensuring  that  there  is  an  adequate 
level  of  investment  in  human  capital,  that 
there  is  sufficient  infrastructure  to  support 
the  private  sector  activities,  that  there  is  an 
appropriate  incentive  framework  that  will 
induce  investors  to  undertake  economically 
profitable  activities  while  ensuring  that  the 
benefits  are  reasonably  shared,  and  by 
creating  a  legal  framework  that  creates  a 
"level  playing  field". 

With  further  rapid  growth,  Indonesia 
will  face  new  challenges  and  new  problems. 
We  must  ensure  that  we  have  new  technolo- 
gies that  will  maintain  agricultural  growth, 
that  our  industries  become  increasingly  com- 
petitive, that  we  maintain  our  own  cultural 
identity  even  as  we  become  more  integrated 
into  the  global  economy,  and  that  we  im- 
prove not  only  the  income  of  our  population 
but  their  quality  of  life.  It  is  clearly  beyond 
the  scope  of  this  paper  to  deal  with  all  of 
these  broad  concerns.  Rather,  let  me  deal 
with  two  issues  that  I  believe  are  vitally  im- 
portant: first,  the  need  to  further  reduce  and 
eventually  eliminate  poverty,  and  second, 
the  need  to  improve  the  competitiveness  of 
our  economy  and  our  industries.  We  must 
ask  ourselves  what  steps  must  be  taken  to 
deal  with  these  issues  even  as  we  maintain 
our  basic  policy  framework  of  ensuring 
domestic  stability  and  of  continuing  our  ac- 
tive participation  in  the  international  market 
place,  while  fostering  a  partnership  between 
the  public  and  private  sectors? 

Poverty  and  Distribution  of  Income 

It  is  recognised  that  the  very  process  of 
economic  development  brings  with  it  drama- 
tic social  changes.  As  social  change  takes 


place,  policies  that  may  have  been  successful 
in  the  past  will  need  to  be  adapted  if  they  are 
to  be  effective  in  the  future. 

Indonesia's  past  poverty  alleviation  pro- 
grammes have  focussed  largely  on  rural 
areas.  Since  an  estimated  two-third  of  the 
nation's  poor  were  rural  residents,  this 
was  entirely  appropriate.  And,  as  I  have 
already  noted,  the  poverty  alleviation  pro- 
grammes have  been  successful,  with  rural 
poverty  decreasing  at  an  annual  rate  of  near- 
ly 7  per  cent  between  1976  and  1987.  Never- 
theless some  15  per  cent  of  the  population 
are  still  classified  as  absolutely  poor.  There 
should  be  no  doubt  that  the  single  most  ef- 
fectively poverty  reduction  policy  is  the 
assurance  of  continued  rapid  growth,  and 
especially  growth  that  increases  the  employ- 
ment opportunities  for  unskilled  workers. 

But  it  is  also  important  to  recognise  that 
the  location  and  the  character  of  poverty  in 
Indonesia  is  certain  to  change  dramatically 
in  the  future.  Over  the  past  decade,  the  an- 
nual rate  of  growth  of  the  rural  population 
was  less  than  one  per  cent,  while  the  urban 
areas  grew  at  an  annual  rate  of  5.4  per  cent. 
Although  in  1990,  some  70  per  cent  of  our 
population  was  classified  as  rural,  these  dif- 
ferential growth  rates  will  have  profound 
demographic  consequences.  These  demo- 
graphic trends  will  inevitably  transform  In- 
donesia in  to  an  urban  society.  But  while  the 
absolute  number  of  rural  poor  has  decreased 
substantially,  we  have  made  little  progress  in 
reducing  the  absolute  number  of  urban 
poor.  In  1984,  some  9.3  million  urban 
dwellers  were  categorised  as  poor;  in  1990 
the  number  of  urban  poor  was  about  9.4  mil- 
lion, representing  little  or  no  change.3  It  is 


3Biro  Pusat  Statistik,  Kemiskinan  dan  Pemerataan 
Pendapatan  di  Indonesia:  1976-1990.  Jakarta  (1992). 
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estimated  that  by  the  year  2000,  over  40  per 
cent  of  the  country's  population  and  approx- 
imately half  of  its  poor  will  live  in  urban 
areas.  //  is  important  that  we  recognise  that 
in  the  not  too  distant  future,  poverty  in  In- 
donesia will  become  largely  an  urban  pheno- 
mena. Given  the  trend  in  urbanisation,  gov- 
ernment policy  must,begin  to  focus  on  urban 
poverty  so  that  it  does  not  become  a  desta- 
bilising factor. 

The  most  important  urban  poverty  alle- 
viation measure  the  government  can  under- 
take is  to  ensure  that  growth-generating 
policies  are  maintained.  But  more  is  re- 
quired. The  experience  of  many  countries 
suggests  that  no  matter  how  well  markets 
work,  the  government  has  a  role  to  play  in 
ensuring  access  by  the  poor  to  such  basic  ser- 
vices as  housing,  transportation,  and  urban 
infrastructure. 

Low  income  urban  households  con- 
sistently rank  access  to  adequate  housing  as 
among  their  most  pressing  concerns.  Indone- 
sia's informal  urban  housing  market  func- 
tions quite  well,  in  part  because  government 
avoided  potentially  harmful  planning  regula- 
tions or  price  controls  to  affect  the  supply  of 
low  cost  housing.  Two  major  constraints  on 
increasing  the  access  to  low  income  housing 
by  the  urban  poor  is  the  lack  of  clear  re- 
gistered .urban  land  titles  and  access  to  hous- 
ing and  business  loans.  Efforts  to  register  ur- 
ban land  are  underway  and  this  process 
needs  to  be  extended.  In  terms  of  access  to 
capital,  the  role  of  the  government  should  be 
to  develop  new  avenues  of  housing  finance 
for  low  income  households  with  credit  priced 
at  or  near  market  rates  of  interest  so  that 
costs  can  be  recovered.  The  unsubsidised 
credits  made  available  through  the  KUPE- 
DES  programme  at  Bank  Rakyat  Indonesia 
provides  ample  evidence  that  matching  the 
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credits  needs  of  the  poor  with  appropriate 
instruments  to  deliver  such  credits  will 
benefit  both  the  poor  and  the  funding  insti- 
tution. 

Access  to  adequate  transport  services  is 
also  critically  important  to  the  poor.  It  not 
only  ensures  their  integration  with  the  eco- 
nomic activities  of  the  city  but  also  gives 
them  access  to  higher  paying  jobs.  Govern- 
ment involvement  in  providing  efficient  ur- 
ban transport  services  can  be  readily  justi- 
fied in  terms  of  positive  and  negative  exter- 
nalities. Improving  urban  transport  services 
ensures  that  urban  labour  markets  work 
more  efficiently,  reducing  production  costs 
and  ensuring  higher  incomes  to  wage  earners. 
And  improved  public  transport  services  also 
will  reduce  the  congestion  and  environ- 
mental pollution  associated  with  private 
transport. 

Although  remarkable  progress  has  been 
made  in  the  delivery  of  urban  infrastructure 
services,  more  needs  to  be  done.  To  the  ex- 
tent that  urban  infrastructure  i,s  provided,  it 
disproportionately  benefitted  higher  income 
households.  For  example,  more  than  50  per 
cent  of  high  income  urban  households  are 
serviced  by  piped  water,  compared  to  only  7 
per  cent  of  low  income  households;  virtually 
all  high  income  households  have  access  to 
electricity,  while  only  70  per  cent  of  the  low 
income  households  are  connected  to  electric 
services. 

Without  access  to  basic  infrastructure, 
reasonable  but  low  cost  housing,  and  access 
to  public  transport,  low  income  urban  areas 
rapidly  become  slums  with  considerable 
destructive  effects,  not  only  on  the  poor,  but 
on  the  quality  of  life  in  our  urban  centres.  A 
failure  to  effectively  deal  with  the  social  and 
economic  effects  of  urban  slums  will  have 


INDONESIA'S  ECONOMIC  TAKE-OFF 

serious  consequences  not  only  for  our  future 
economic  progress,  but  also  for  our  social 
and  political  wellbeing. 

It  is  equally  important  to  ensure  that  the 
benefits  of  development  are  shared  by  all. 
Growth  with  equity  is  more  than  a  slogan  in 
Indonesia,  it  is  a  Constitutional  mandate. 
Given  what  I  have  already  mentioned  about 
our  past  success  in  poverty  reduction  it  will 
come  as  no  surprise  that  the  measured  in- 
come distribution  in  Indonesia  also  im- 
proved. In  1976,  the  Gini-coefficient,  a  stan- 
dard measure  of  the  degree  to  which  the  ac- 
tual income  distribution  deviates  from  the 
ideal  of  total  equality,  was  0.34.  This  sug- 
gests that  incomes  in  Indonesia  were  to  a 
considerable  degree  unevenly  distributed 
although  I  should  add  that  the  measured 
Gini-coefficient  was  not  unusually  high  by 
developing  country  standards.  By  1987,  the 
income  distribution  measure  had  fallen  to 
0.321,  indicating  a  remarkable  degree  of  im- 
provement. When  one  considers  that  this  im- 
provement took  place  even  as  the  govern- 
ment was  confronted  with  the  need  to  cut  ex- 
penditures following  the  sharp  fall  in  world 
energy  prices,  the  result  becomes  even  more 
noteworthy.  Income  distribution  data  for 
1990  suggest  a  further  slight  improvement  in 
this  trend,  with  a  modest  fall  in  the  measured 
income  distribution  index  to  0.3 19. 4 

The  deregulation  measures  adopted  over 
the  past  years  played  a  major  role  in  improv- 
ing income  distribution.  International  stud- 
ies have  consistently  shown  that  reducing  in- 
dustrial protection,  as  well  as  discriminatory 
taxes  on  the  agricultural  sector,  are  impor- 
tant in  improving  income  distribution.  By 

4Data  for  1976  and  1987  are  calculated  from  Biro 
Pusat  Statistik,  Kemiskinan  Distribusi  Pendapatan  dan 
Kebutuhan  Pokok  and  Statistik  Indonesia  1988.  Data 
for  1990  are  unpublished  World  Bank  estimates. 
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contrast,  subsidies  for  capital,  in  the  form  of 
tax  incentives  or  subsidised  credits,  in- 
variably result  in  the  adoption  of  more 
capital  intensive  means  of  production,  re- 
ducing employment  opportunities  and 
worsening  income  distribution.  Past  agricul- 
tural and  industrial  sector  policies  all  worked 
to  raise  the  incomes  of  poorer  segments  of 
our  society  by  ensuring  relatively  equal  ac- 
cess to  productive  investment  and  jobs  for 
all. 

In  the  agriculture  sector,  government 
policies  helped  set  prices  for  inputs  and  out- 
puts at  levels  which  encouraged  increased 
production  and  ensured  that  the  small 
farmer  and  farm  worker  benefitted  from  the 
increased  production.  As  a  result  agricultural 
output  rose  together  with  rural  incomes. 

In  the  industrial  sector,  the  deregulation 
policies  compelled  companies  to  become 
more  competitive,  inducing  the  most  suc- 
cessful to  minimise  on  the  use  of  scarce 
capital  and  increase  the  use  of  our  readily 
available  labour.  This  process  helped  create 
some  2.4  million  new  jobs  in  the  manufac- 
turing between  1985  and  1990,  a  sharp  con- 
trast to  the  modest  1.4  million  increase  re- 
corded for  the  1980-1985  period.  Employ- 
ment growth  in  small  enterprises  and  the 
"informal"  sector  has  also  been  encouraged 
by  the  deregulatory  policies.  Over  the  period 
1980  to  1990,  employment  in  small  and  in- 
formal sector  establishments  grew  at  an  an- 
nual rate  of  5.4  per  cent,  complementing  the 
jobs  created  by  large-scale  industries.  The 
development  of  the  small  and  informal  sec- 
tor activities  ensures  that  the  most  dis- 
advantaged members  of  the  economic  com- 
munity will  have  the  opportunity  to  raise 
their  incomes. 

Greater  equality  is  not  achieved  through 
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income  transfers  ~  except  in  the  case  for 
"safety  nets"  for  vulnerable,  small,  and 
well-targeted  groups  of  the  population.  But 
further  improvements  in  income  distribution 
will  occur  if  we  can  ensure  reasonably  equal 
access  to  productive  resources,  if  our  invest- 
ments are  productive  and  generate  rapid 
employment  growth,  and  if  our  agricultural 
policies  raise  the  returns  to  farmers,  en- 
couraging them  to  increase  their  output  and 
allowing  them  to  increase  their  productivity. 
Increasing  our  reliance  on  direct  tax  re- 
venues will  also  help  to  improve  income 
distribution.  Our  direct  tax  system  is  well 
designed.  What  is  needed  now  are  steps  to 
ensure  substantial  tax  compliance. 

Improving  the  distribution  of  income  is 
not  only  needed  to  achieve  the  nation's 
social  goals  but  is  important  in  increasing  the 
receptivity  for  further  policy  reforms.  En- , 
suring.that  the  benefits  of  growth  are  shared 
more  equitable  is  the  surest  way  to  mobilise 
further  support  for  market- oriented  re- 
forms. 

Although  observers  of  the  development 
process  focus  on  the  distribution  of  income 
among  individuals,  such  data  may  conceal 
substantial  variations  in  regional  incomes. 
This  is  especially  true  in  a  large  country, 
such  as  Indonesia,  characterised  by 
numerous  islands  which  create  natural  bar- 
riers to  the  movement  of  capital  and  labour. 
As  a  consequence  regional  income  dif- 
ferences are  not  as  readily  ameliorated  as 
they  would  be  in  smaller,  geographically, 
more  compact  countries.  With  the  accelera- 
tion of  the  development  process,  the 
emergence  of  "growth  poles"  may  well  ex- 
acerbate regional  income  differences  wifh 
potentially  severe  economic  and  social  con- 
sequences. We  must  pay  particular  attention 
to  such  regional  income  differences  to  ensure 
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that  they  do  not  widen.  Expenditure  policies, 
especially  those  focussed  on  the  creation  of 
human  and  physical  infrastructure  capital, 
can  do  much  to  ensure  a  more  geographical- 
ly widespread  development  process.  Govern- 
ment policy  should  set  appropriate  incen- 
tives to  encourage  private  entrepreneurs  to 
exploit  the  potential  of  various  regions.  Let 
me  add  a  note  of  caution.  The  danger  is  that 
in  an  effort  to  reduce  regional  income  dif- 
ferences, excessive  incentives  will  be  given  to 
entrepreneurs.  The  result  will  be  that  the  cost 
of  improving  welfare  in  some  lagging  region 
becomes  prohibitive.  Such  efforts  would 
waste  resources  and  retard  economic 
growth.  A  balance  must  be  struck  between 
sound  measures  that  will  ameliorate  regional 
imbalances  and  a  recognition  that  real  dif- 
ferences in  productivity  are  not  easily  erased. 

Maintaining  Competitiveness 

As  to  the  issue  of  maintaining  the  com- 
petitiveness of  our  industries,  it  is  crucial  not 
only  for  further  rapid  growth  but  also  for 
further  poverty  amelioration.  Openness  to 
trade,  to  investmeht,  and  to  ideas  is  essential 
for  encouraging  domestic  producers  to  cut 
costs  and  to  improve  productivity  by  intro- 
ducing new  technologies  and  by  developing 
better  products.  Indonesia's  own  history, 
like  that  of  many  other  countries,  confirms 
that  high  levels  of  protection  for  domestic  in- 
dustries retards  growth.  The  short-comings 
of  import  substitution  are  well  known.  While 
there  may  be  an  initial  burst  of  investment 
and  growth,  as  the  newly  protected  industries 
come  on-line,  eventually  these  industries 
saturate  the  domestic  market  and  turn  out  to 
be  too  inefficient  to  compete  in  the  interna- 
tional market.  Moreover,  import  substi- 
tuting activities  are  profitable  not  because 
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they  are  efficient  but  because  they  have  ac- 
cess to  inputs  at  relatively  low  prices  while 
selling  their  output  in  protected  markets  at 
relatively  high  prices.  Such  firms  have  no  in- 
centive to  seek  out  domestic  suppliers  nor 
will  they  attempt  to  seek  out  the  most  appro- 
priate technologies  to  minimise  costs.  By  re- 
ducing protection,  we  have  forced  firms  to 
become  more  efficient,  to  employ  more 
labour,  and  to  improve  the  quality  of  their 
products  so  that  they  can  compete  on  the 
world  market. 

Many  other  developing  countries  have 
taken  to  heart  the  experience  of  trade  dere- 
gulation, so  that  today  we  find  that  the  de- 
veloping countries  are  more  open  to  trade 
and  investment  than  at  any  time  in  recent 
history.  But  the  threat  of  increasing  protec- 
tionism is  ever  present,  not  least  from  the  in- 
dustrialised countries.  In  fact,  as  the  devel- 
oping countries  opened  up  their  economies, 
the  industrialised  countries  increased  their 
trade  restrictions.5  While  development  pro- 
spects would  be  substantially  improved  if 
trade  barriers  would  be  rolled  back,  I  see  an 
unfortunate  trend  in  the  emerging  new  world 
order  -  a  return  to  protectionism  and  na- 
tionalism. It  appears  that  there  is  little  pro- 
spect of  a  return  to  the  international  trade 
policies  of  the  "Cold  War  era",  which  re- 
sulted in  the  rapid  opening  up  of  markets 
and  a  rapid  increase  in  world  trade.  Whether 
protectionism  takes  the  form  of  the  imposi- 
tion of  environmental  regulations  or  is  based 
on  claims  that  using  low  wage  labour  creates 
unfair  competition,  the  emerging  interna- 
tional policies  currently  appear  more  likely 
to  retard  the  growth  of  our  exports  than  mis- 
guided domestic  policies. 

5" Recent  Lessons  of  Development",  Lawrence  H. 
Summers  and  Vinbd  Thomas.  The  World  Bank  Re- 
,  search  Observer  8,  no.  2  (July  1993):  246. 
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Confronted  with  such  an  international 
environment,  our  domestic  policy  must  en- 
sure that  Indonesia  can  effectively  compete 
so  that  our  exports  will  continue  to  grow 
even  if  the  world  trading  climate  remains  un- 
favourable. It  is  this  need  which  must  drive 
our  efforts  to  increase  the  competitiveness  of 
our  industries  and  ensure  new  export  pro- 
ducts are  developed.  Domestic  policies  that 
encourage  the  development  of  human  capi- 
tal, increase  access  to  technology,  and  pro- 
vide an  institutional  framework  which  will 
allow  new  enterprises  to  flourish,  will  do 
much  to  ensure  the  competitiveness  of  our 
industries. 

It  is  often  said  that  "late  industrialising 
countries"  such  as  Indonesia,  have  an  ad- 
vantage in  that  they  can  select  from  the 
available  technologies  rather  than  having  to 
develop  tiiem.  That  is  true  ~  but  the  danger 
is  that  inappropriate  technology  will  be 
adopted.  It  is  not  enough  to  import  tech- 
nology. What  is  critical  is  that  the  technolo- 
gy imported  be  appropriate,  that  it  is  diffus- 
ed throughout  the  economy,  and  that  it  can 
be  broadly  applied  in  practice.  Since  tech- 
nology development  has  externalities,  there 
is  a  role  for  the  government.  The  government 
should  support  centres  of  research  excel- 
lence, fund  pilot  projects,  and  assist  firms  in 
acquiring  and  using  the  appropriate  technol- 
ogy. What  the  government  is  uniformly  poor 
at  doing  is  identifying  new  technologies  and 
trying  to  support  what  the  government  be- 
lieves will  be  the  "winners".  The  experience 
of  Japan,  the  US,  and  Europe  suggests  that 
governments  should  support  technological 
but  should  not  try  and  guide  it. 

While  access  to  modern  technology  is  not 
a  problem,  knowing  how  to  fit  technology  in 
to  the  nation's  fabric  requires  care.  Con- 
sider, for  example,  the  issue  of  health  care  in 
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the  United  States  and  Canada.  Both  coun- 
tries have  access  to  the  same  medical  tech- 
nology. Yet  without  appropriate  domestic 
policies,  the  application  of  modern  medical 
technology  has  led  to  rapidly  increasing 
medical  cost  in  the  United  States  while  deny- 
ing access  to  medical  services  for  many.  In 
contrast,  Canada  has  managed  to  adopt  the 
same  medical  technology  but  use  it  within  a 
domestic  policy  framework  that  has  ensured 
near  universal  access  to  medical  services 
while  experiencing  more  modest  cost  in- 
creases. Or  consider  the  experience  of  the 
"green  revolution"  in  agriculture  which  in- 
cluded the  spread  of  new,  high-yielding  rice 
varieties.  Gaining  access  to  this  technology 
was  simple,  but  in  order  to  absorb,  adapt, 
improve,  and  disseminate  the  technology, 
domestic  research  institutions  had  to  be  in- 
volved in  testing  the  new  seeds  against  local 
conditions,  and  ensure  that  farmers  could 
learn  about  the  new  technologies  and  bear 
the  risk  of  using  them. 

Openness  provides  the  incentive  either 
for  enterprises  to  invest  in  research  to 
generate  profitable  technologies  or  to  import 
it.  Sound  macroeconomic  policies  encourage 
the  firm  or  the  farmer  to  introduce  new  tech- 
nologies as  they  become  available.  In  the 
absence  of  sound  macroeconomic  policies 
the  introduction  of  new  technologies  can  be 
inappropriate,  counterproductive,  and  ex- 
pensive. The  mere  adoption  of  more  modern 
technologies  does  not  guarantee  more  rapid 
development  or  more  competitive  industries. 
Acquiring  the  appropriate  technology  in- 
volves more  than  merely  "picking  the  tech- 
nology off  the  shelf.  Technologies  that  do 
not  take  Indonesia's  factor  proportions  into 
account,  that  do  not  allow  for  adaptation  to 
local  conditions;  and  that  cannot  be  diffused 
throughout  the  economy,  will  result  in  the 
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development  of  a  manufacturing  sector  that 
generates  too  few  jobs  and  too  little  exports. 

The  proper  role  for  the  government  in 
enhancing  Indonesia's  technological  prowess 
is  to  improve  the  quality  and  quantity  of 
skilled  labour  at  all  levels  and  to  create  a 
competitive  economic  environment.  This 
causes  firms  to  improve  on  technologies 
already  in  use  or  it  leads  them  to  seek  out 
new  technologies  and  adapt  them  to  local 
conditions.  Industries  that  are  protected, 
either  through  high  tariffs  or  other  trade 
restrictions,  or  by  being  given  a  monopoly 
position,  will  use  technologies  that  are  too 
capital  intensive  and  too  sophisticated. 
Domestic  competition  is  important  even  in 
industries  with  substantial  economies  of 
scale.  Barriers  to  internal  competition  ~  li- 
censing restrictions,  limitations  on  entry, 
and  bankruptcy  laws  that  make  it  difficult 
for  firms  to  leave  an  industry  ~  all  discour- 
age technological  change. 

It  is  equally  important  that  our  legal  in- 
frastructure provide  a  sound  base  for  man- 
aging a  modern  economic  system.  As  the 
process  of  development  proceeds  and 
gathers  speed,  we  need  to  develop  and  imple- 
ment laws  that  can  govern  the  impersonal  re- 
lations of  modern  commercial  life.  Interna- 
tional research  has  convincingly  demon- 
strated that  rapid  economic  growth  depends 
critically  on  the  replacement  of  discretionary 
rule  making  by  economic  laws.  A  failure  to 
develop  a  sound  legal  framework  will  detract 
from  our  economic  potential  in  the  same 
way  that  a  lack  of  roads,  ports,  electricity, 
telecommunications,  or  skilled  labour  may 
retard  further  investment  and  growth. 

Once  a  modern  contractual  legal  system 
is  in  place,  markets  should  be  allowed  to 
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operate  without  undue  interference.  The 
result  will  be  a  more  optimal  allocation  of  re- 
sources and  higher  growth.  Firms  who  fail  to 
retain  their  competitive  edge  will  be  forced 
to  leave  the  market  and  be  replaced  by  those 
that  can  innovate  and  develop  new  products. 
Economic  "Darwinism"  is  necessary  if  inef- 
ficient firms  are  sheltered  from  competition 
and  cannot  leave  the  industry.  At  the  same 
time  the  legal  system  must  provide  for  easy 
entry  of  newer  firms,  with  more  modern 
means  of  production. 

Legal  means  to  create  monopoly  posi- 
tions for  some  manufacturing  activities  is 
sometimes  justified  on  the  ground  that 
monopoly  power,   and   the  profits  they 
generate,  are  needed  to  induce  firms  to  in- 
vest in  new  activities  and  to  undertake  the 
necessary  research  and  development.  But  the 
evidence  suggests  otherwise.  It  is  not  true 
that  only  large  firms  with  large  profits  can 
afford  to  spend  money  on  the  technological 
innovations  which  are  critical  for  long-term 
rapid  growth.  In  fact  highly  concentrated 
economic  activities  often  tend  to  spend  more 
time  and  resources  exploiting  their  favoured 
position  than  on  the  development  of  new 
products  and  services.  And  this  is  not  very 
surprising  --  if  a  monopoly  position  allows  a 
firm  to  enjoy  large  profits,  what  is  the 
motivation  for  change  and  development? 
While  modern  production  techniques  often 
require  large  domestic  enterprises,  such  ac- 
tivities should  nevertheless  be  forced  to  com- 
pete. Competition  can  come  from  many 
sources:  from  imports,  from  the  domestic 
production  of  close  substitutes,  and  from  the 
possibility  that  new,  and  perhaps  more  com- 
petitive, firms  may  enter  the  market.  Pre- 
venting   competition    does    not  enhance 
growth,  it  always  retards  it. 


Concluding  Remarks:  Challenge  to 
(he  Future 

Environmental  concerns  are  very  impor- 
tant and  for  far  too  long  have  been  too  little 
reflected  in  our  policy  making.  This  neglect, 
in  Indonesia  and  elsewhere,  has  led  some  to 
argue  that  growth  itself  is  destructive  of  the 
environment.  There  is  growing  pressure  to 
use  trade  restrictions  to  force  "environment- 
ally sound"  production  process  in  exporting 
countries.  Well  meaning  as  these  concerns 
are  they  are  often  no  more  than  attempts  to 
control  imports  by  creating  non-tariff  bar- 
riers. 

In  fact  environmental  degradation  is  not 
an  inevitable  by-product  of  the  development 
process.  Rather  the  environmental  problems 
reflect  a  failure  to  set  appropriate  prices  that 
fully  reflect  the.  externalities  of  production 
processes.  Energy  subsidies  encourage  exces- 
sive use  of  oil  and  gas;  inefficient  water 
charges  result  in  the  waste  of  this  scarce 
resource;  and  a  failure  to  charge  the  polluter 
inevitably  result  in  production  processes  that 
treat  the  environment  poorly.  Indonesia  has 
begun  to  recognise  these  problems  and  to  put 
1  into  place  prices  that  will  induce  environ- 
mentally sound  policies.  But  much  more 
must  be  done.  It  is  important  that  as  In- 
donesia's development  proceeds,  steps  are 
taken  to  eradicate  the  severest  forms  of  en- 
vironmental degradation,  such  as  poor  sani- 
tation, and  water  and  air  pollution  that 
threaten  human  lives  and  well-being.  Our 
challenge  is  to  find  ways  to  accelerate  devel- 
opment in  an  environmentally  sound  way 
—  not  because  of  some  threat  to  our  exports 
or  because  of  external  pressures  ~  but 
because  development  without  concerns  for 
the  environment  cannot  be  sustainable.  En- 
forcing environmental  policies  may  well 
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raise  costs  in  the  short-run.  But  a  failure  to 
address  our  environmental  problems  will  be 
far  more  costly  in  the  longer-term. 

Development  has  always  been  a  difficult, 
challenging  process.  The  new  emerging  order 
may  well  create  additional  obstacles  but  it 
will  also  remove  others.  The  challenge  for 


Indonesia  in  the  future,  as  it  was  in  the  past, 
is  to  devise  domestic  policies  that  maintain 
domestic  stability  and  ensure  that  the  fruits 
of  development  are  equitably  shared.  De- 
spite many  challenges,  we  have  been  suc- 
cessful in  achieving  this  in  the  past,  and  I  see 
no  reason  why  we  will  not  be  successful  in 
overcoming  the  challenges  of  the  future. 


Human  Resource  Development 
and  Management  in  Indonesia 

Mari  Pangestu  and  May  ling  Oey-Gardiner 


Introduction 


ONE  of  the  major  problems  faced  by 
Indonesia  is  absorbing  technological 
knowledge  and  managerial  know- 
how  to  advance  its  technological  and  man- 
agerial capability  which  forms  the  growth 
mechanism  for  sustaining  growth.  The  aim 
of  this  article  is  to  provide  a  brief  analysis  of 
the  state  of  human  resource  development 
and  strategy  in  Indonesia  since  human  re- 
source development  forms  the  main  basis  for 
this  absorption  capability.  The  first  part  of 
the  article  looks  at  policies  directly  related  to 
human  resource  development;  this  mainly 
relates  to  the  objectives  and  policies  of  the 
existing  system  of  education.  The  second 
part  of  the  article  focuses  on  the  system  of 
organisation  and  utilisation  of  human  re- 
sources in  actual  economic  activities  by 
firms.  The  system  includes  the  macro  eco- 
nomic environment,  sectoral  policies,  labour 


This  article  has  been  published  in  the  form  of  Occa- 
sional Paper  M84/92  (Jakarta:  CSIS,  April  1992). 


market  policies,  public  employment  policy, 
and  resulting  firm  behaviour.  The  article  will 
finally  present  some  assessments  and  policy 
implications  to  improve  human  resource  de- 
velopment policy  and  strategy  in  Indonesia, 
and  thus  enhance  Indonesia's  absorptive 
capacity. 

Human  Resources  Development 
Strategy 

Education  System  and  Policy 

There  are  two  basic  tenets  in  the  educa- 
tion policy  of  Indonesia.  First  is  Article  31(1) 
of  the  Constitution  that  "every  citizen  has 
the  right  to  be  educated".  Interpretation  of 
the  article  has  been  liberal  and  has  led  to  the 
concept  of  universal  education  as  translated 
in  a  wide  coverage  in  terms  of  areas  and  pro- 
vinces in  Indonesia,  and  an  emphasis  on 
general  education  for  everyone  which  pre- 
cludes selective  developments  and  stream- 
lining. Second  is  compulsory  basic  education 
(primary  and  lower  secondary  school). 
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Table  1 
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PRIMARY  SCHOOL,  1973/1974  -  1990/1991  SCHOOL  YEAR 


1973/74  1978/79   1983/84    1984/85    1985/86    1986/87   1987/88    1988/89  1990/91 


1.  Schools  65,910  92,499  129,388  136,706  139,511  142,966  144,561  145,571  146,558 

2.  Classes  n.a.  599,682  828,018  872,685  898,018  922,284  943,120  970,897  977,633 

3.  Teachers  (,000)  436  592  926  987  1,037  1,079  1,107  1,134  1,141,486 

4.  Pupils  (.000)  13,069  19,075  25,804  26,568  26,551  26,445  26,650  26,725  26,528,590 

5.  Graduates  (.000)  1,116  1,453  2,508  2,924  9,289  3,359  3,341  3,390  3,355,733 

6.  New  Entrants  (.000)  2,511  4,078  4,490  4,471  4,193  4,321  4,539  4,542  4,378 


Source:    Centre  of  Informatics,  Office  of  Educational  and  Cultural  Research  and  Development,  Department  of 
Education  and  Culture,  1991. 


Education  is  an  important  target  for  the 
government  and  measured  in  terms  of  quan- 
titative targets;  the  record  of  achievement  in' 
a  relatively  short  period  of  time  is  impres- 
sive. Oil  revenues  during  the  oil  boom  years 
(1973-1982)  funded  the  development  of  sub- 
stantial amounts  of  physical  and  social  infra- 
structure. The  government  bureaucracy  also 
expanded  rapidly,  with  the  education  and 
health  sectors  experiencing  the  largest  expan- 
sion. Yet  the  percentage  that  the  Indonesian 
government  has  spent  in  its  budget  for  edu- 
cation is  still  relatively  small  compared  with 
other  countries.  In  1986,  Indonesia  spent  2.3 
per  cent  of  GNP  on  education,  compared 
with  Malaysia  7.9  per  cent,  Singapore  5  per 
cent,  and  Thailand  3.2  per  cent.1 

Private  schools  are  allowed  at  all  levels, 
and  the  number  of  private  schools  out  of  the 
total  increases  with  the  level  of  education  be- 
cause of  the  government's  heavy  emphasis 
on  providing  basic  education. 

'See  Table  17,  UNDP,  Human  Development  Re- 
port, 1991. 


1.  Primary  Education 

The  availability  of  oil  revenues  and  the 
high  priority  placed  on  achieving  the  target 
of  universal  enrollment  by  the  fourth  five 
year  plan  in  1984-1989,  led  to  the  primary 
education  policy  known  as  SD  Inpres2,  in 
1973.  The  goal  was  to  achieve  compulsory 
education  for  the  primary  school  aged 
population,  defined  as  those  aged  seven  to 
twelve  years.  Since  most  Indonesians  live  in 
the  rural  areas  (83  per  cent  in  1971  and  69 
per  cent  in  1990),  the  programme  was  neces- 
sarily rural  based  and  every  village  was 
targeted  to  have  at  least  one  primary  school. 

The  programme  started  with  an  alloca- 
tion of  Rpl7.2  billion  for  building  primary 
schools  throughout  the  country.  Table  1 
shows  the  growth  in  the  number  of  primary 
schools  and  enrollment  of  pupils.  The 
number  of  primary  schools  has  vastly  in- 
creased from  65,910  in  1973/74  to  146,558  in 

2SD  Inpres  stands  for  Sekolah  Dasar  (Primary 
School)  Instruksi  Presiden  (Presidential  Instruction). 
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1990/91.  Meanwhile  the  number  of  pupils 
enrolled  has  doubled  from  13.1  million  to 
26.5  million  during  the  same  period. 

Even  though  primary  education  is  com- 
pulsory and  free  since  1977/78,  there  are 
children  who  still  cannot  afford  to  go  to 
school.  The  reason  is  because  the  parents 
could  not  afford  to  purchase  the  needed 
uniforms,  school  supplies  and  other  contri- 
butions. Other  reasons  for  non  attendance3 
are  that  parents  still  did  not  see  the  necessity 
for  education,  the  distance  to  the  school 
being  too  far  and  that  the  parents  need  their 
children  to  help  out  in  their  work.  The  rate 
of  school  drop-outs  by  educational  level  has 
also  increased  since  1984. 

The  highest  percentage  of  drop-outs  has 
been  due  to  lack  of  funds.  While  the  growth 
in  terms  of  number  of  schools  and  the  wide 
area  coverage  achieved  are  impressive,  less 
priority  has  been  given  to  the  quality  of  edu- 
cation, especially  education  performance 
and  standards.  In  general  the  performance 
of  pupils  in  rural  areas  was  poorer  than  ur- 
ban pupils  indicating  the  difference  in  the 
quality  of  instruction.4 

2.  Secondary  Schools  and  Vocational 
Schools 

Higher  level  secondary  schools  have  in-" 
creasingly  developed,  although  at  a  slower 
pace  than  primary  shools.  The  expansion  of 
primary  school  graduates  imply  an  increas- 
ing demand  for  secondary  and  tertiary  edu- 
cation. Attitudes  toward  education  have  also 
changed,  especially  in  rural  areas  and  among 

3According  to  Survei  Sosial  Ekonomi  Nasional  (Na- 
tional Socio-Economic  Survey),  1978. 

"See  Prijono  (1991). 


the  poor.  Rapid  expansion  of  primary  school 
facilities  and  government  civil  service  as  an 
employer  indicated  that  education  is  no 
longer  seen  as  the  prerogative  of  the  "elite". 
However,  the  demand  has  been  rising 
beyond  the  increase  in  supply.  Secondary 
schools  are  not  as  widely  available  and  ac- 
cessible as  primary  schools. 

The  focus  of  the  government  on  univer- 
sal basic  education  has  come  at  the  cost  of 
phasing  out  vocational  and  technical  schools 
at  the  lower  secondary  schools.  Since  1976, 
800  vocational  schools  have  been  phased  out 
at  the  lower  secondary  level  and  others  will 
be  closed  down  at  the  latest  by  1994-95.  Up- 
per secondary  vocational  schools  are  in  turn 
being  converted  into  general  high  schools.  In 
1988/89,  about  27  per  cent  of  all  secondary 
school  enrollments  was  in  vocational  and 
technical  schools,  out  of  which  55  per  cent 
were  private. 

As  Hakim  (1991)  points  out,  secondary 
education  in  Indonesia  lacks  the  necessary 
streamlining.  The  academic  objective  of 
lower  secondary  schools  is  to  prepare  stu- 
dents for  secondary  education.  There  is  no 
streamlining  of  selecting  the  most  prepared 
elementary  students  to  go  on  to  secondary 
schools.  In  turn  secondary  school  graduates 
are  all  geared  toward  university  education. 
Lack  of  such  streamlining  is  a  consequence 
of  too  liberal  an  interpretation  of  Article 
31(1)  of  the  Constitution. 

Hakim  (1991)  also  argues  that  the  em- 
phasis of  the  present  system  of  streamlining 
into  soft  and  hard  science  streams  at  the  up- 
per secondary  school  levels  is  misplaced.  In- 
stead, streamlining  should  distinguish  be- 
tween those  with  aptitude  for  furthering 
studies  at  academic  institutions  and  those 
with  aptitude  for  continuing  at  vocational 
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and  technical  institutions. 

As  with  other  levels  of  education  there  is 
a  problem  with  variable  quality.  The  curri- 
culum of  vocational  schools  emphasises 
theory  rather  than  application,  equipment  is 
outdated,  and  instructors  are  under-quali- 
fied. At  the  secondary  school  level,  improve- 
ment of  the  quality  of  teaching,  especially 
science  and  mathematics  is  needed.5 


3.  Tertiary  Level 

Due  to  national  policy,  there  has  been  at 
least  one  state  university  in  each  of  Indone- 
sia's twenty-seven  provinces  since  1960.  In 
1990  the  number  stood  at  forty-four  (thirty 
universities,  three  engineering  institutes  and 
ten  teacher  training  colleges).  Tuition  fees 
are  low  since  public  institutions  are  heavily 
subsidised.  There  is  a  great  variation  in 
quality  with  the  older  and  more  established 
institutions  being  the  best.  The  major  public 
tertiary  institutions  are  located  in  Java  ~  the 
University  of  Indonesia  in  Jakarta,  the 
Bogor  Institute  of  Agriculture,  the  Bandung 
Institute  of  Technology,  and  Gadjah  Mada 
University  in  Yogyakarta. 

Private  schools  play  a  greater  role  in  pro- 
viding tertiary  education.  At  the  tertiary 
level,  there  are  more  private  institutions  than 
the  public,  and  also  more  students  attending 
private  than  public  schools  (see  Table  2). 
The  policy  of  liberalising  tertiary  education 
has  led  to  a  tremendous  growth  in  the 
number  of  private  sector  tertiary  institutions 
from  650  in  1981  to  872  in  1990  (274  aca- 
demies, 2  polytechnics,  332  schools  of  higher 
education,  51  institutes,  and  213  universi- 


5See  Hakim  (1991)  and  Toisuta  (1991). 


ties).  Given  government  budget  constraints, 
increasing  demand  for  higher  education  will 
have  to  be  met  by  the  private  sector.  The  ma- 
jority of  private  institutions,  76  per  cent  are 
in  the  non  science  faculties  due  to  the  higher 
costs  involved  in  setting  up  science  courses. 

While  there  are  some  private  universities 
of  reasonable  quality,  most  are  of  poor 
quality.  The  fees  are  much  higher  since  this 
is  the  main  source  of  funding  for  private 
schools.  Private  schools  are  also  ranked  by 
accreditation.  In  order  of  comparison  with 
public  institution,  the  levels  are  equal  status, 
acknowledged,  registered  and  license  to 
operate.  The  status  of  private  higher  educa- 
tion institutions  in  1990  was:  8  per  cent  equal 
status,  11  per  cent  acknowledged  and  81  per 
cent  registered.  Only  private  schools  with  an 
equal  status  can  administer  their  own  exami- 
nations, whereas  all  others  have  to  apply  for 
a  government  examination.  This  acts  as  a 
constraint  given  the  number  of  private  in- 
stitutions, coverage  of  subjects  and  high 
costs  of  administration  and  examiners  fees. 

According  to  Toisuta  (1991),  there  are 
several  other  differences  between  private  and 
public  tertiary  institutions  based  on  1990/91 
figures  (see  Table  2).  First  is  that  the  private 
institutions  are  on  average  much  smaller 
than  their  public  counterparts.  The  average 
number  of  students  at  a  private  institution  is 

I,  081,  while  at  a  public  institution  is  10,594. 
Second  is  the  higher  level  of  productivity 
(measured  as  percentage  of  graduates  to  the 
number  enrolled)  of  government  institutions 
at  12.6  per  cent  compared  with  6.2  per  cent 
at  private  institutions.  Third  is  the  higher 
lecturer/student  ratio  in  public  institutions, 

II.  4  compared  with  38.3  students  per  lec- 
turer. Government  universities  tend  to  have 
a  higher  number  of  permanent  qualified 
staff  members  than  private  universities. 
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SI  PROGRAMMES  IN  HIGHER  EDUCATION 


Government 

Private 

i  yy\j/  y  i 

iyyU/yl 

1.  Institutions* 

43 

872. 

2.  Students 

529,700 

942,300 

3.  Graduates 

67,000 

58,400 

4.  Lecturers 

46,600 

24,600 

5.  Average  Size 

(2/1) 

12,319 

1,081 

6.  Productivity 

(3/2) 

12.6 

6.2 

7.  Student/Lecturer 

(2/4) 

11.4 

38.3 

•Excludes  the  open  university 

Note:    SI  programmes  refers  to  the  undergraduate  pro- 
gramme in  Indonesian  universities. 

Source:    Table  7.1  in  Toisuta  (1991) 


Ranuwihardjo  (1991)  asserts  that  attemp- 
ting universal  education  at  the  tertiary  level, 
given  the  constraint  of  government  funds, 
has  posed  dilemmas  for  the  development  of 
tertiary  level  institutions.  Provision  of  uni- 
versal education  is  constantly  being  affected 
by  differences  in  ability  to  pay  that  cannot 
be  offset  by  extensive  scholarships  and  stu- 
dent loan  schemes,  imbalances  between  re- 
gions as  well  as  urban  and  rural  areas,  and 
finally  between  ethnic  and  religious  compo- 
sition. Ranuwihardjo  thus  argues  that  a 
selective  development  strategy  will  be  more 
optimal  since  the  scarcity  or  resources  and 
diversity  of  universities  will  make  improving 
the  quality  across  the  board  untenable. 

In  an  effort  to  overcome  the  scarcity  of 
funds  and  the  constraints  from  government 
accounting  procedures  that  limit  the  devel- 
opment of  universities,  a  new  education  law 
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was  introduced  in  1989  to  give  greater  finan- 
cial autonomy  to  public  institutions.  Finan- 
cial autonomy  basically  legalises  earlier  extra 
legal  earning  activities  by  several  govern- 
ment tertiary  institutions  as  well  as  its  units. 
The  deregulation  was  followed  by  a  more 
decentralised  decision  making  at  the  insti- 
tutional level.  This  should  alleviate  the  finan- 
cial constraints  faced  by  many  institutions, 
but  it  is  too  early  to  evaluate  the  results  of 
the  deregulation.  Given  the  government's 
concern  with  equality  in  education,  potential 
problems  are  related  to  the  inequalities  that 
would  arise  between  institutions,  with  some 
being  able  to  gather  a  lot  of  support  from  the 
private  sector  and  some  not  at  all. 


4.  Business  Schools 

Recent  rapid  economic  growth  has  led  to 
a  rapid  increase  in  the  number  of  business 
schools  offering  MBA  programmes.  The 
number  has  jumped  from  eight  schools  in 
1987  to  20  in  1991.  The  initiative  to  set  up 
business  schools  came  from  the  private  sec- 
tor and  even  to  date  out  of  the  twenty  busi- 
ness schools,  only  four  are  located  at  public 
institutions.  The  response  provides  a  good 
example  of  private  sector  being  more  respon- 
sive to  market  demand.  In  the  first  half  of 
the  1980s,  MBA  programmes  were  started  at 
several  private  institutions  to  try  to  provide 
a  practical  oriented  management  programme 
that  responded  to  the  needs  of  managers. 
The  first  three  MBA  programmes  were  estab- 
lished at  the  Institut  Manajemen  Prasetiya 
Mulya  (IMPM)  in  1982,  Institut  Pengem- 
bangan  Manajemen  Indonesia  (IPMI)  in 


6See  A.  Habir  (1991),  "The  Development  of  Busi- 
ness Education  in  Indonesia",  in  Hal  Hill  (1991). 
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1984,  and  Institut  Pendidikan  dan  Pembina- 
an  Manajemen  (IPPM).  All  three  have  estab- 
lished good  reputation  in  the  market. 

In  1986,  the  government  moved  to  estab- 
lish its  own  business  schools  in  two  of  the 
public  institutes  ~  University  of  Indonesia 
and  Gadjah  Mada  University.  Subsequently, 
the  increase  in  the  number  of  institutes  offer- 
ing MBA  schools  in  the  wake  of  the  eco- 
nomic boom  of  1988-1990,  led  to  concerns 
with  the  low  and  uneven  quality.  The  gov- 
ernment has  come  up  with  decrees  from  the 
Education  Ministry  to  try  to  regulate  these 
schools.  However,  the  established  institutes 
are  not  too  concerned  with  the  regulations  as 
acceptance  by  the  public  and  consumers  will 


be  the  true  selection  test.  It  is  hoped  that  the 
government  intervention  will  not  accelerate 
to  accreditation  and  government  exam  re- 
quirements. 


5.  Rapid  Expansion  in  School  Attend- 
ance and  Impact  on  Employed  Work- 
ers 

The  combination  of  the  above  education 
policy  at  all  levels,  has  led  to  the  rapid  ex- 
pansion in  school  attendance  in  Indonesia. 
Table  3  shows  the  growth  of  school  going 
population  by  age,  sex  and  residence  in  In- 
donesia during  the  1971-1985  period. 
Amongst  all  age  groups  there  has  been  more 


Table  3 


THE  GROWTH  OF  THE  SCHOOL  GOING  POPULATION  BY  AGE, 
SEX  AND  RESIDENCE,  INDONESIA  1971-1985 
(in  Millions) 


Age 

Females 

Males 

Total 

1971 

1980 

1985 

1971 

1980 

1985 

1971 

1980 

1985 

Urban 

7-12 

1.2 

2.2 

3.0 

1.2 

2.3 

3.1 

2.4 

4.5 

6.0 

13-15 

.4 

.8 

1.3 

.5 

1.0 

1.4 

.9 

1.8 

2.7 

16-18 

.3 

.6 

1.0 

.4 

.8 

•1.2 

.6 

1.4 

2.2 

Rural 

7-12 

4.6 

7.6 

9.2 

5.2 

8.J 

9.8 

9.7 

15.8 

19.0 

13-15 

1.0 

1.7 

2.6 

1.5 

2.3 

3.1 

2.5 

4.0 

5.7 

16-18 

.3 

.6 

1.0 

.6 

1.0 

1.5 

.9 

1.6 

2.6 

Total 

7-12 

5.7 

9.8 

12.1 

6.4 

10.5 

12.9 

12.1 

20.3 

25.0 

13-15 

1.4 

2.6 

3.8 

2.0 

3.3 

4.5 

3.4 

5.8 

8.3 

16-18 

.6 

1.2 

2-1 

.9 

1.8 

2.7 

1.5 

3.0 

4.8 

Source:    Biro  Pusat  Statistik,  1971  Population  Census  (Series  D),  1980  Population  Census  (Series  S2),  and  1985 
Intercensal  Population  Survey  (SUPAS). 

Note:    Due  to  rounding  the  numbers,  they  may  not  add  up  exactly. 


HRD  AND  MANAGEMENT 


467 


Table  4 


COMPOSITION  OF  THE  POPULATION  BY  COMPLETED  EDUCATION, 
INDONESIA  1980-1989  (Per  Cent) 


Education 

1  OOA 

1982 

1985 

1986 

1987 

1989 

Urban 

No  School 

14.2 

11.8 

9.7 

8.2 

7.3 

6.9 

Primary 

58.3 

57.4 

55.5 

54.1 

53.6 

52.1 

Lower  Sec. 

14.1 

15.6 

16.8 

18.5 

18.1 

18.8 

Upper  Sec. 

11.7 

13.4 

15.9 

16.9 

17.9 

19.2 

Tertiary 

1.6 

1.8 

1.4 

1.6 

2.1 

1.7 

N.S. 

0.7 

0.7 

1.0 

1.2 

i  otai 

inn  n 

1  CV\  A 

i  (\n  r\ 

IUU.U 

1  AA  A 
100.0 

100.0 

100.0 

Rural 

No  School 

31.5 

27.2 

22.5 

19.3 

18.4 

17.1 

Primary 

62.6 

65.4 

67.9 

69.8 

69.8 

69.5 

Lower  Sec. 

3.5 

4.8 

5.9 

6.9 

7.5 

8.2 

Upper  Sec. 

2.1 

2.5 

3.4 

3.7 

3.9 

4.8 

Tertiary 

0.1 

0.2 

0.2 

0.3 

0.3 

0.3 

N.S. 

~ 

- 

0.1 

0.1 

0.1 

0.1 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Total 

No  School 

27.5 

23.6 

19.1 

16.3 

15.3 

14.1 

Primary 

61.6 

63.6 

64.5 

65.5 

65.2 

65.3 

Lower  Sec. 

6.0 

7.3 

8.9 

10.1 

1.0.5. 

11.4 

Upper  Sec. 

4.3 

5.0 

6.8 

7.2 

7.9 

9.1 

Tertiary 

0.5 

0.5 

0.5 

0.7 

0.8 

0.7 

N.S. 

0.2 

0.2 

0.3 

0.5 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Sources:  BPS,  1980  Population  Census,  1982  SUSENAS  (National  Social  and  Economic  Survey),  1985  SUPAS 
(Intercensal  Population  Survey)  and  the  1986,  1987  and  1989  SAKERNAS  (National  Labour  Force  Sur- 
vey). 


than  doubling  of  school  attendance,  with 
primary  school  attendance  being  the  highest 
in  terms  of  absolute  numbers.  The  increases 
were  from  twelve  to  twenty-five  million  for 
primary  school,  3.4  to  8.3  million  for  lower 
secondary  school,  and  1.5  to  4.8  million  for 
upper  secondary  school  over  the  1971-1985 
period. 


As  can  be  expected  the  growth  rates  were 
higher  in  urban  compared  with  rural  areas. 
This  does  not  necessarily  reflect  urban  bias 
since  the  urban  population  also  grows  faster 
than  the  rural  population.  There  is  also  a 
higher  growth  rate  for  girls  compared  with 
boys,  and  this  is  largely  due  to  the  smaller 
starting  base.  Growth  rates  for  upper  sec- 
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Table  5 


COMPOSITION  OF  THE  LABOUR  FORCE  BY  COMPLETED  EDUCATION, 
INDONESIA  1980-1989  (Per  Cent) 


Education 

1980 

1982 

1985 

1986 

1987 

1989 

urban 

No  School 

14.9 

13.1 

10.1 

9.1 

8.0 

7.6 

Primary 

51.8 

49.5 

48.6 

45.9 

45.6 

44.8 

Lower  Sec. 

12.9 

14.0 

14.1 

16.1 

15.2 

1  C  A 

15.4 

Upper  Sec. 

17.2 

20.0 

22.9 

24.4 

25.1 

26.8 

Tertiary 

3.3 

■a  a 

L.  1 

"x  n 

N.S. 

1.6 

1,5 

2.1 

2.4 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Rural 

No  School 

32.9 

29.6 

24.5 

21.0 

19.9 

18.3 

Primary 

60.4 

62.4 

65.0 

67.7 

68.0 

68.0 

Lower  Sec. 

3.3 

4.3 

5.2 

6.1 

6.7 

1.1 

Upper  Sec. 

3.1 

3.4 

4.8 

4.7 

5.0 

5.8 

Tertiary 

0.2 

0.3 

A  A 

n  a 

0  S 

Vi.  J 

IN.  o. 

0.1 

0.1 

0.1 

0.2 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Total 

No  School 

29.5 

26.5 

21.3 

18.5 

17.2 

15.8 

Primary 

58.8 

59.9 

61.3 

63.2 

63.0 

62.6 

Lower  Sec. 

5.2 

6.2 

7.2 

8.1 

8.6 

9.0 

Upper  Sec. 

5.8 

6.6 

8.8 

8.8 

9.5 

10.7 

Tertiary 

0.8 

0.9 

0.9 

1.0 

1.2 

1.1 

N.S. 

0.4 

0.4 

0.6 

0.7 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Sources:    Same  as  Table  4. 

ondary  school  attendance  has  been  the 
highest,  but  despite  the  substantial  improve- 
ments compared  with  fifteen  years  earlier, 
the  levels  are  still  rather  low  and  the  sex  ratio 
is  relatively  imbalanced.  Overall  half  of  the 
males  and  four  out  of  every  ten  females  at- 
tended school  in  1985. 

The  impact  on  education,  especially  pri- 
mary education,  on  the  working  age  popula- 


tion is  impressive  (see  Table  4).  The  effects 
of  the  SD  Inpres  programme  on  the  work 
force  only  is  felt  beginning  in  the  1980s. 
From  Table  4,  it  can  be  seen  that  the  propor- 
tion of  the  population  who  never  attended 
formal  schooling  has  declined  rapidly  from 
28  per  cent  in  1980  to  14  per  cent  in  1989.  As 
expected  the  urban  population  is  better  edu- 
cated. The  proportion  of  the  population 
with  primary  education  only  is  already  de- 
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dining  in  urban  areas,  while  in  rural  areas  it 
is  still  rising.  The  percentage  of  the  popula- 
tion with  higher  education  is  also  much 
higher  in  urban  areas. 

Similarly,  the  labour  force  has  become 
"better  educated"  in  quantitative  terms  (see 
Table  5).  The  proportion  of  the  labour  force 
with  no  formal  education  continues  to  de- 
cline from  29  per  cent  in  1980  to  16  per  cent 
in  1989.  Once  again  differences  between 
rural  and  urban  as  shown  in  the  relationship 
between  population  and  education  are  re- 
flected in  the  labour  force. 


Training  Programmes 

There  are  currently  several  government 
sponsored  training  programmes.  The  De- 
partment  of   Manpower   provides  pre- 
employment  skills  training  for  unemployed 
youths  in  its  150  Job  Training  Bureaus/ Job 
Training  Courses  (BLK/KLK).  The  Depart- 
ment also  has  National  Productivity  Cen- 
tres. The  objectives  of  these  programmes  are 
td  develop  and  upgrade  worker  skills  for 
potential  as  well  as  employed  workers.  At 
present  the  training  bureaus  and  courses  are 
limited  to  several  centres  in  big  cities  or  in  in- 
dustrial areas.  The  utilisation  of  these  cen- 
tres appears  to  be  low  amongst  manufac- 
turers.   Between  1983/1984-1988/1989, 
323,996  persons  were  trained  in  seven  areas: 
technology,  mechanics,  automotive,  elec- 
tronics,  construction,   business,  miscella- 
neous trades  and  agriculture.  Some  10,121 
were  trained  by  private  entities  in  coopera- 
tion with  the  Department  of  Manpower. 


7Sec  Prijono  (1991). 


Private  training  institutes  also  provide  an 
important  source  of  skills  training  and  out- 
weigh the  public  institutions  in  terms  of 
capacity.  It  is  estimated  that  there  are  25,000 
private  training  institutes.  There  is  also  a 
large  number  of  vocational  training  pro- 
vided by  the  Directorate  of  Public  (Infor- 
mal) Education  under  the  Department  of 
Education  which  supports  training  in  some 
17,000  private  training  centres. 

The  Department  of  Manpower  has  em- 
phasised upgrading  and  greater  utilisation  of 
government  vocational  training  centres  and 
on  encouraging  companies  to  develop  their 
own  training  programmes.  There  is  also  a 
greater  recognition  for  the  role  of  the  private 
sector.  In  1989,  the  Department  of  Man- 
power and  the  Indonesian  Chamber  of  Com- 
merce, signed  an  agreement  to  develop  ap- 
prenticeship programmes.  There  is  also  a  bill 
being  prepared  to  require  private  companies 
to  establish  apprenticeship  schools. 

The  shift  in  government  policy  to  en- 
courage private  sector  in  undertaking  train- 
ing is  also  evident  in  the  fiscal  incentives 
given.  In  1990  the  Department  of  Finance 
announced  that  all  costs  accrued  by  the  tax- 
payer for  in-house  training,  apprenticeships 
and  scholarships  are  tax  deductible.  The 
training  could  be  organised  by  other  training 
institutions,  both  in  Indonesia  and  outside. 


Mismatch  in  Supply  and  Demand 

The  greatest  concern  at  present  is  the  mis- 
match between  education  and  work.  Accor- 
ding to  the  projections  for  labour  supply  and 
demand  made  by  the  Human  Resources  De- 
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Table  6 


TOTAL  UNEMPLOYMENT  RATES  BY  COMPLETED  EDUCATION, 
INDONESIA  1980-1989  (Per  Cent) 


Education  1980  1982  1985  1986  1987  1989 
Urban 

No  School  1.1  1.5  0.6  1.2  1.3  0.4 

Primary  2.4  4.2  2.9  3.7  3.2  2.6 

Lower  Sec.  3.5  6.6  5.6  7.7  6.4  6.7 

Upper  Sec.  5.0  12.1  12.8  15.9  15.5  15.5 

Tertiary  1.8  5.6  7.3  8.7  8.7  7.1 

Total  2.8  5.8  5.4  7.3  6.9  6.9 
Rural 

No  School  1.3  1.2  0.3  0.3  0.3  0.2 

Primary  1.3  2.3  0.7  0.8  0.7  0.8 

Lower  Sec.  2.3  5.1  3.6  4.0  3.0  3.7 

Upper  Sec.  3.0  10.6  10.0  10.3  9.9  10.9 

Tertiary  1.8  4.0  4.0  6.0  6.6  7.4 

Total  1.4  2.4  '  1.2  1.4  1.3  .  1.5 
Total 

No  School  1.3  1.2  0.3  0.4  0.4  0.2 

Primary  1.5  2.6  1.1  1.3  1.1  1.1 

Lower  Sec.  2.8  5.8  4.5  5.5  4.4  4.9 

Upper  Sec.  4.1  11.4  11.6  13.6  13.2  13.6 

Tertiary  1.8  5.2  6.3  7.8  8.1  7.2 

Total  1.7  3.0  2.1  2.6  2.6  2.8 
Sources:    Same  as  Table  4. 


velopment  Working  Group  for  the  current 
five  year  plan  (1989/1990-1993/1994),  there 
is  a  mismatch  between  the  supply  and  de- 
mand of  education  and  work.  On  the  supply 
side,  there  will  be  4.3  million  primary  and 
below  primary  school,  2.3  million  lower  sec- 
ondary level,  4.2  million  higher  secondary 

8The  group  is  made  up  of  the  National  Planning 
Board,  Department  of  Education  and  Culture,  Depart- 
ment of  Manpower,  and  the  Central  Bureau  of  Statis- 
tics. 


level,  and  one  million  at  the  higher  education 
level.  Meanwhile  on  the  demand  side,  the 
employment  opportunity  is  projected  to  be 
11.5  million  made  up  of  5.5  million  primary 
and  below  primary,  2.5  million  lower  sec- 
ondary school,  3  million  higher  secondary 
level,  and  517,000  at  the  higher  education 
level.  Thus,  there  appears  to  be  an  excess  de- 
mand at  the  primary  and  lower  secondary 
school  levels  while  an  oversupply  at  the  sec- 
ondary and  higher  education  levels. 
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One  indicator  of  the  growing  mismatch 
is  the  rapidly  rising  open  unemployment 
rates,  especially  among  the  better  educated 
urban  youth.  Those  with  completed  upper 
secondary  education  and  especially  tertiary 
education  can  be  regarded  as  belonging  to 
the  middle  class  who  can  afford  to  wait  until 
an  appropriate  job  come  along.  Based  on 
Sakernas  data,  Table  6  shows  that  unem- 
ployment rates  are  higher  for  those  who 
completed  upper  secondary  education  and 
especially  living  in  urban  areas. 

A  similar  alarming  increase  in  open  un- 
employment of  those  with  tertiary  educa- 
tion. Growth  in  tertiary  graduates  is  much 
faster  than  the  rise  in  job  opportunities, 
especially  bearing  in  mind  that  expansion  of 
the  public  bureaucracy  has  slowed  down 
considerably. 

Another  indicator  of  the  mismatch  is 
data  on  unpaid  family  workers.  There  has 
been  an  increase  in  the  percentage  of  unpaid 
family  workers  as  part  of  the  work  force. 
The  rise  in  percentage  is  alarming  in  the  cate- 
gories with  lower  secondary  education  and 
above.  Furthermore,  there  is  a  rising  percen- 
tage of  family  workers  among  the  categories 
with  lower  and  upper  secondary  education 
living  in  rural  areas  (see  Table  7). 

The  two  indicators  are  admittedly  rough 
indicators  and  do  not  consider  finer  points 
regarding  specialisation  and  quality.  How- 
ever, they  do  provide  an  indication  of  the 
imbalance  between  the  growth  of  the  eco- 
nomy as  it  affects  formal  sector  employment 
creation  and  the  growth  of  the  educated 


There  are  no  nation  wide  regular  statistics  on 
labour  market  experiences  of  graduates  or  even  inter- 
mittent tracer  studies,  the  relation  between  the  educa- 
tion system  and  the  labour  market  is  not  precisely 
known. 
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labour  force.  The  mismatch  reflects  an  in- 
consistency between  supply  and  demand  for 
labour  with  different  education  qualifica- 
tions. 

The  mismatch  problem  must  be  seen  in 
the  context  of  the  large  magnitudes  of  the  in- 
crease in  the  working  age  population  in  In- 
donesian compared  with  the  increase  in  job 
opportunities.  The  number  of  new  entrants 
into  the  labour  force  is  estimated  at  close  to 
two  million  people  per  annum. 

A  more  fundamental  reason  for  the  mis- 
match problem  is  societal  attitudes  and  gov- 
ernment policy.  Education  is  not  valued  in 
itself  by  the  government  or  the  people  them- 
selves. From  society's  viewpoint,  education 
is  regarded  as  a  vehicle  for  social  mobility 
and  enhancing  job  opportunities.  The  bene- 
fits of  education  are  seen  as  a  ticket  to  ob- 
taining formal  sector  jobs,  including  civil 
service  jobs  such  as  teachers  and  health 
workers.  In  a  basically  still  rural  society 
where  the  majority  of  population  are  still 
dependent  on  agriculture  and  other  informal 
sector  occupations,  civil  service  occupations 
are  highly  desirable  despite  low  wages  due  to 
its  lifetime  security  and  perceived  social 
status.  As  such  there  is  a  preference  for 
general  upper  secondary  education  since 
vocational  upper  secondary  education  is  ter- 
minal. Even  at  the  tertiary  level,  those  who 
can  enter  the  system  are  more  likely  to  select 
academic  fields  rather  than  vocational  train- 
ing. 

The  government's  orientation  toward 
universal  education  and  lack  of  streamlining 
as  previously  mentioned,  also  give  a  bias  to  a 
more  general  and  academic  education. 
Whereas,  the  demand  for  vocational/tech- 
nical and  technical/science  tertiary  gradu- 
ates far  exceeds  what  the  system  can  pro- 
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Table  7 


UNPAID  FAMILY  WORKERS  OF  WORK  FORCE 
BY  COMPLETED  EDUCATION,  INDONESIA  1980-1989  (Per  Cent) 


Education 


1980 


1982 


1985 


1986 


1987 


1989 


Urban 

No  School 
Primary 
Lower  Sec. 
Upper  Sec. 
Tertiary 

Total 


9.0 
7.9 
5.8 
2.3 
0.7 

6.6 


9.8 
9.7 
10.7 
4.2 
1.4 

8.5 


10.0 
9.8 

10.3 
4.5 
1.3 

8.4 


9.8 
11.0 
12.4 
6.1 
2.4 

9.6 


13.1 
12.5 
12.8 
6.0 
3.1 

10.5 


11.9 
11.5 
13.0 
8.2 
1.8 

10.4 


Rural 

No  School 
Primary 
Lower  Sec. 
Upper  Sec. 
Tertiary 

Total 


20.0 
21.8 
14.9 
5.5 
2.7 

20.5 


25.4 
28.2 
24.9 
7.4 
2.2 

26.5 


28.1 
29.3 
27.2 
9.9 
3.1 

27.9 


32.0 
36.3 
34.2 
12.7 
2.7 

34.1 


32.6 
36.9 
39.3 
17.3 
4.3 

35.1 


31.8 
36.3 
41.2 
21.9 
7.0 

34.9 


Total 

No  School 
Primary 
Lower  Sec. 
Upper  Sec. 
Tertiary 

Total 


19.0 
19.5 
10.6 
3.7 
1.1 

17.8 


23.9 
25.3 
18.8 
5.6 
1.6 

23.2 


26.2 
25.9 
19.9 
6.8 
1.9 

23.7 


29.7 
32.5 
25.4 
9.0 
2.5 

29.2 


30.6 
33.0 
29.0 
10.8 
3.4 

29.8 


29.6 
32.2 
30.2 
14.1 
3.6 

29.4 


Sources:    Same  as  Table  4. 


duce.  The  growing  signs  of  mismatch  can  be 
seen  in  the  shortages  in  some  fields  such  as 
micro-biology,  electronics,  metallurgy  and 
computer  science,  while  graduate  unemploy- 
ment in  other  fields  increased.10 

Other  possible  reasons  for  the  mismatch 
are:  quality  of  education,  rapid  development 
and  changes  in  technology,  irrelevant  school 
curriculum  and  outdated  supporting  facili- 
ties. Lack  of  funds  have  meant  that  curricula 
used  in  training  centres  and  universities  are 


As  pointed  out  by  Ranuwihardjo  (1991). 


often  out  of  date  and  behind  the  technology 
actually  used  by  manufacturers. 

The  civil  service  and  employers  are  thus 
faced  with  a  vast  number  of  job  seekers  with 
supposedly  better  education,  but  not  the 
kind  of  education  that  is  needed  for  the 
available  jobs.  As  a  result  complaints  are  in- 
creasing and  are  particularly  addressed  to 
the  deficiency  of  the  education  system  in 
producing  "appropriate"  graduates. 

There  is  a  striking  absence  in  communi- 
cation between  the  business  community  and 
the  education  providers.  Unlike  some  of  the 
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East  Asian  countries,  which  started  to  shift 
their  education  system  to  be  more  responsive 
to  labour  market  demands,  Indonesia  has 
yet  to  take  that  bold  step.  Based  on  both 
societal  attitudes  and  government  policy, 
education  is  still  seen  as  an  end  in  itself  and 
not  as  a  means  to  an  end. 

Systems  for  Organisation  and  Utilisa- 
tion of  Human  Resources 

The  Role  of  Macro  and  Sectoral  Policies 

Up  to  the  mid-1980s,  Indonesia  has  fol- 
lowed an  import  substitution  industrialisa- 
tion policy.  Entry  barriers  to  most  sectors 
existed  in  the  form  of  protection  and  other 
government  regulations.  During  this  period, 
most  assessments  agreed  that  lack  of  compe- 
tition meant  that  the  priority  on  human  re- 
source development  was  low  in  both  private 
and  government  sectors.  Furthermore,  it  is 
argued  that  fluctuations  in  the  Indonesian 
economy  and  continual  changes  in  regula- 
tions are  a  disincentive  for  businesses  to  in- 
vest in  human  resource  development  (HRD). 

However,  since  the  rapid  decline  in  oil 
prices  in  1986,  Indonesia  has  undergone  sub- 
stantial reforms  in  a  number  of  important 
sectors  (see  Table  8  for  summary).  The  aim 
is  to  diversify  the  economic  base  away  from 
oil  and  to  increase  the  role  of  the  private  sec- 
tor in  the  economy.  The  strategy  has  been 
decisively  export-oriented  with  policies  to 
favour  export- oriented  investments  such  as 
duty  exemptions,  higher  foreign  equity 
ownership,  and  up  to  April  1991,  subsidised 
credit.  In  the  trade  sector,  reduction  of  non 
tariff  barriers  and  tariff  levels  as  well  as 
dispersion  have  also  been  undertaken.  In- 
vestment licensing  and  the  application  pro- 
cedure have  also  been  deregulated.  Deregu- 


lation has  progressed  furthest  in  the  finan- 
cial sector,  with  liberalisation  on  all  fronts. 
At  the  same  time  there  has  been  supporting 
macroeconomic  policies:  devaluation  con- 
tinued by  maintenance  of  real  effective  ex- 
change rates,  fiscal  (notably  necessary  fiscal 
restraint  and  monetary  stabilisation  poli- 
cies). 

The  results  of  the  deregulation  and  ad- 
justment policies  have  been  remarkable. 
Since  1988  the  growth  has  recovered  from 
the  2.5  per  cent  per  annum  low  of  1986  and 
in  the  1989-1990  period  had  reached  an 
average  of  7.4  per  cent  per  annum,  which  re- 
presented booming  levels  of  growth  for  In- 
donesia. The  restructuring  of  the  economy 
from  oil  to  non  oil  has  also  progressed  re- 
markably. Non  oil  exports,  especially  manu- 
factured exports,  have  grown  rapidly.  In  the 
1986-1989  period  the  growth  of  manufac- 
tured exports  was  above  50  per  cent  per  an- 
num with  some  slowdown  in  the  1989-1990 
period  to  16  per  cent  per  annum.  The  share 
of  non  oil  exports  out  of  total  exports  has 
also  increased  rapidly  from  24  per  cent  in 
1983  to  57  per  cent  in  1990,  out  of  which  the 
share  of  manufactured  exports  was  38  per 
cent  in  1990.  Non  oil  revenues,  mainly  from 
income  and  value  added  taxes,  have  also 
grown  so  rapidly  that  non  oil  revenues  now 
constitute  66  per  cent  of  total  domestic  re- 
venues of  the  government  in  1990/1991  com- 
pared with  only  29  per  cent  in  1981/1982. 

Restructuring  has  also  occurred  in  the  re- 
duction of  the  role  of  government.  For  in- 
stance it  is  now  estimated  that  70  per  cent  of 
investments  are  undertaken  by  the  private 
sector,  compared  with  30  per  cent  during  the 
oil  boom  years.  The  government  is  no  longer 
the  so-called  engine  of  growth  in  the  eco- 
nomy as  it  was  during  the  oil  boom  years. 
Another  indicator  of  restructuring  is  the 
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share  of  manufacturing,  agriculture  and 
mining  out  of  real  GDP  (at  1983  prices). 
Over  the  1983-1990  period,  the  share  of 
manufacturing  has  increased  from  12.7  per 


cent  to  19.5  per  cent,  while  the  share  of  agri- 
culture has  fallen  from  22.8  per  cent  to  20 
per  cent  and  that  of  mining  from  20.7  per 
cent  to  15.3  per  cent. 


Table  8 


SUMMARY  OF  ECONOMIC  REFORMS  IN  INDONESIA 


1982-1985 

Some  Reforms  But 

Still  Ambivalent 

1986-Now 
Serious  Reforms 
Some  Mixed  Signals 

1989-1991 

Continued  Reforms 
Macroeconomic  Pressures 

Macro' 

Fiscal 

Monetary 

Foreign  Exch 
and  Debt 

I  ax  Ketorm  (84) 

Introd.  New  Monet.  Instrum. 
Devaluation  83  (Fiscal) 

Continued  Tax  Reform 

Improve  Monetary  Instrum. 
Devaluation  86:  (BOP) 
Remove  Swap  Ceiling  (86) 
Swap  Prem.  Flex  (1988) 

Continued  Tax  Reform 
Heightened  Tax  Efforts  1992/93 
Improve  Monetary  Instruments 
Depreciation  Cont., 
Swap  Premium  Adjusted  Up 
Debt  Management  Team 

Investment 

Open  Sector,  Increase 
Ownership  (95%)  &  Export 
Credit  for  Export  or  DFI 
Distribution  of  Products 
Deregul.  Inv.  Licensing  & 
Renewal 

Introduce  Negative  List 

Introduce  Negative  List 
100%  Foreign  Ownership  Batam 
Industrial  Estates 
Retail  Outlets 

Trade: 

Protection 

Increased  NTBs  (Controv: 
Plastics  &  Steel) 

From  NTB  to  Tariff  (10/86, 
1  &  12/87,  11/88:  Plastic  & 
Steel) 

From  NTB  to  Tariffs  and  Tariff 
Reduction  (5/90,  6/91) 

Neutralise 


Tariff  Reforms  (85) 
Customs  Reforms  (85) 
Shipping  Deregulation  (85) 


Improved  Duty  Drawback  (86)  Removal  of  Export  Credit 
Improved  Textile  Quota  (GATT)  (April  1990) 

Alloc.  (87) 


Promotion      Export  Credit  (82) 


Removal  of  Export  Credit  (GATT) 
(April  1990) 


Financial  Deregulation  of  Int.  Rate 

Setting  by  State  Banks  (83) 
and  Removal  of  Cr.  Ceilings 


Open  to  New  Entry: 
Domestic  Foreign  Banks; 
Deregul.  Insurance  and 
Capital  Markets 


Increased  Prudential  Regulations 
and  Improving  Procedures  in 
Banking  and  Capital  Markets 
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Growing  competitions  and  the  removal 
of  subsidised  credits  have  meant  that  in 
order  for  the  economy  to  remain  competi- 
tive, the  need  to  increase  productivity  and  ef- 
ficiency became  great.  Rapid  development  in 
the  last  few  years  has  highlighted  the  short- 
ages of  skilled  and  productive  workers, 
supervisors,  and  middle  level  management. 
As  such  development  of  human  resources  is 
becoming  a  priority  for  many  companies, 
notably  export  oriented  companies  and 
financial  sector  entities  which  have  exper- 
ienced the  most  rapid  growth.  Large  and 
some  medium  sized  companies  are  now  in- 
vesting in  having  their  own  human  resources 
department  to  handle  recruitment  and  train- 
ing. However,  at  present  the  budget  for 
training  probably  remains  a  low  proportion 
and  only  big  companies  have  training  cen- 
tres. 

Increasingly  big  companies  are  investing 
in  their  own  in-house  capacity  to  develop 
their  managers.  For  instance  PT  Astra  Inter- 
national has  a  sophisticated  in-house  com- 
pany management  development  programme 
undertaken  by  the  Astra  Education  and 
Training  Centre.  Bank  Danamon  established 
the  Danamon  Training  Centre  in  November 
1989.  Other  companies  have  also  established 
management  education  institutes  that  also 
cater  for  other  companies  and  the  public, 
such  as  Sampoerna  and  Summa  groups.  Two 
state  enterprises,  the  telecommunications 
state  enterprise  (PT  Telkom)  and  one  of  the 
fertiliser  state  enterprises  (PT  Pupuk  Sriwi- 
djaja)  have  also  set  up  their  own  MBA  pro- 
grammes in  conjunction  with  management 
institutes. 

Nevertheless,  industrial  development  to 
date  has  been  achieved  with  minimum  on  the 
job  training  of  operators,  skilled  operators 
and  managers.  As  such  productivity  is  low 
resulting  in  low  quality  products,  delays  in 


production  and  high  wastage.  This  outcome 
is  seriously  affecting  Indonesia's  competi- 
tiveness. 

A  recent  World  Bank  (1991)  survey  of 
140  export  oriented  companies  to  look  at 
employment  and  training  needs  are  consis- 
tent with  the  findings  of  other  studies  on  in- 
dustrial structure  and  foreign  investment11 
and  human  resource  training  needs  under- 
taken by  CSIS  (1990).  In  summary,  several 
aspects  reflect  the  prevailing  conditions  of 
human  resource  development  in  Indonesia. 
Many  manufactured  enterprises  used  rela- 
tively simple  technology  and  a  large  propor- 
tion of  the  manufacturing  work  force  are 
women.  The  education  level  of  workers  is 
rising,  but  productivity  is  still  low.  Most 
skilled  and  semi-skilled  workers  did  not  re- 
ceive formal  pre-career  training  and  others 
who  do  receive  it  normally  obtained  the 
training  at  a  private  training  centre.  Most 
firms  did  not  provide  on  the  job  training; 
only  large,  capital  intensive,  and  higher  tech- 
nology firms  have  training  centres  of  their 
own.  Foreign  owned  enterprises  also  tended 
to  commit  more  resources  to  training.  The 
need  for  skills  training  is  recognised,  but  not 
considered  a  priority. 

12 

Shift  in  Employment  Structure 

The  impact  of  changes  in  economic  struc- 
ture is  also  reflected  in  employment  and 
wage  trends.  The  changes  in  employment 
structure  with  increased  industrialisation 
and  education  is  reflected  in  the  fall  in  non 
farm  self  employment  (see  Table  9).  Non 
farm  self  employment  is  an  indicator  of  en- 
trepreneurial activity  and  can  be  considered 
as  a  rough  measure  of  informal  sector  em- 

"See  Hal  Hill  (1989)  and  Thee  Kian  Wie  (1990). 
12See  World  Bank  (1991),  chapter  2. 
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ployment.  The  share  of  non  farm  self  em- 
ployment out  of  total  paid  non  farm  employ- 
ment remained  at  46  per  cent  during  the 
1980s  and  for  men  it  rose  slightly.  However, 
for  women  in  urban  areas,  there  was  a  de- 
cline in  the  share  indicating  the  increase  in 
wage  employment  in  urban  areas  in  manu- 


facturing, services  and  other  industries. 

Wage  employment  has  also  shifted  in- 
creasingly into  manufacturing  (see  Table 
10).  In  1982  the  manufacturing  sector  ac- 
counted for  13.5  per  cent  of  total  wage  em- 
ployment and  by  1988  had  risen  to  17.6  per 


Table  9 


RATIO  OF  NON-FARM  SELF-EMPLOYED  TO  TOTAL  PAID  NON-FARM 
EMPLOYMENT  FOR  MEN  AND  WOMEN  BY  RESIDENCE  AND  INDUSTRY 

1982,  1986,  1987,  1988 


Men  and  Women   Men    Women  

1982    1986    1987    1988        1982    1986    1987    1988        1982    1986     1987  1988 

Residence: 


Total  46.3  47.0  46.6  46.6  39.4  41.8  41.5  41.5  60.3  57.3  56.5  56.1 

Rural  52.4  53.4  54.1  52.7  44.3  46.5  46.8  45.6  67.2  65.8  66.8  64.9 

Urban  37.3  38.4  37.7  39.5  32.8  36.1  35.6  37.1  48.0  43.7  42.1  44.4 

Industry: 

Manufacturing  39.6  34.8  35.8  34.2  32.3  26.5  28.4  26.9  50.2  47.5  46.9  45.3 

Trade  84.6  90.0  88.6  88.7  79.8  87.6  85.8  85.6  90.7  92.8  91.8  92.0 

Service  21.3  25.6  23.3  23.6  17.5  27.2  25.0  25.7  29.6  21.2  18.4  17.7 

Others  35.2  31.4  3*5.0  23.3  32.7  29.2  33.1  33.5  50.1  39.3  42.4  41.7 


Source:    1982  SUSENAS;  1986,  1987,  1988  SAKERNAS. 


Table  10 


PER  CENT  DISTRIBUTION  OF  WAGE  EMPLOYMENT  FOR  MEN  AND  WOMEN 
BY  INDUSTRY  1982,  1986,  1987,  1988 


Men  and  Women 


1982     1986     1987  1988 


Men 


1982      1986     1987  1988 


Women 


1982     1986     1987  1988 


Industry: 


Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Agriculture 

36.8 

20.1 

21.3 

22.4 

34.0 

16.6 

18.1 

19.1 

44.3 

28.4 

28.6 

29.6 

Manufacturing 

13.5 

17.7 

17.0- 

17.6 

12.3 

17.3 

16.4 

17.1 

16.7 

18.8 

18.5 

18.5 

Trade 

5.2 

4.5 

5.1 

5.0 

5.2 

4.3 

4.8 

4.8 

5.1 

5.0 

5.6 

5.3 

Service 

26.7 

41.5 

44.9 

44.5 

26.6 

43.2 

46.9 

46.6 

27.0 

37.6 

40.5 

40.1 

Others 

17.8 

16.1 

11.6 

10.6 

21.9 

18.7 

13.7 

12.4 

7.0 

6.5 

6.9 

6.5 

Source:    1982  SUSENAS;  1986,  1987,  1988  SAKERNAS. 
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cent.  The  share  of  agriculture  has  declined 
dramatically  from  36.8  per  cent  to  22.4  per 
cent  over  the  1982-1988  period.  It  seems  that 
the  services  sector  has  absorbed  most  of  this 
increase  rather  than  manufacturing  since  the 
share  of  services  increased  from  26.7  per 
cent  to  44.5  per  cent  over  the  same  period. 
This  could  be  related  to  reforms  in  the  finan- 
cial and  informal  sector  activities.  As  ex- 
pected, the  growth  of  employment  in  manu- 


facturing was  mainly  concentrated  in  urban 
labour  markets,  while  the  growth  in  services 
sector  employment  occurred  in  both  urban 
and  rural  labour  markets. 

The  change  in  employment  structure 
from  agriculture  to  manufacturing  and  ser- 
vices implies  that  the  structure  of  education 
and  training  needs  also  to  be  changed.  It  will 
reduce  the  demand  for  agricultural  educa- 


Table  11 

AVERAGE  MONTHLY  WAGES  BY  ECONOMIC  SECTOR 
AS  A  RATIO  OF  WAGES  IN  AGRICULTURE 
1982,  1986,  1987,  1988 


1982  1986  1987  1988 


Industry: 

Agriculture  100  100  100  100 

Manufacturing  206  199  196  186 

Trade  214  214  225  215 

Service  295  263  259  241 

Others  229  267  252  240 


Source:    1982  SUSENAS;  1986,  1987,  1988  SAKERNAS. 


Table  12 

AVERAGE  MONTHLY  WAGES  BY  EDUCATION  LEVEL 
AS  A  RATIO  OF  WAGES  FOR  THOSE  WITH  NO  SCHOOLING 
1982,  1986,  1987,  1988 


1982  1986  1987  1988 


Education: 


No  School 

100 

100 

100 

100 

Primary 

190 

174 

174 

166 

Jr.  High,  General 

285 

259 

243 

232 

Jr.  High,  Vocational 

278 

256 

264 

256 

Sr.  High,  General 

349 

338 

307 

285 

Sr.  High,  Vocational 

327 

306 

306 

283 

Dipl.  I,  II 

n/a 

342 

330 

321 

Dipl.  Ill 

491 

455 

469 

395 

University 

578 

580 

615 

492 

Source:    1982  SUSENAS;  1986,  1987,  1988  SAKERNAS. 
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tion.  The  growth  in  employment  in  manu- 
facturing and  services  in  urban  areas  will  ac- 
cordingly increase  the  demand  for  in-house 
training  by  enterprises.  Increasing  labour 
productivity  will  be  crucial  for  continued 
export-led  growth  in  Indonesia. 

As  for  wages,  the  average  monthly  earn- 
ings of  wage  employees  in  the  manufacturing 
and  services  sector  declined  relative  to  agri- 
culture, while  that  for  trade  remained  re- 
latively unchanged  (Table  1 1).  This  supports 
the  idea  that  labour  markets  in  Indonesia  are 
characterised  by  labour  mobility  and  flexible 
wages.  Wage  flexibility  is  also  reflected  in 
the  wage  paid  to  workers  according  to  the 
level  of  education.  The  average  monthly 
wages  for  each  education  level  are  expressed 
as  a  ratio  of  average  monthly  workers  with 
no  schooling  (Table  12).  The  ratios  show  a 
narrowing  of  wage  differentials  by  level  of 
education  and  suggest  tentatively  that  the' 
supply  of  well  educated  workers  may  be  ex- 
ceeding the  demand  for  these  workers.  This 
is  consistent  with  the  observed  mismatch  of 
supply  and  demand  already  discussed. 

The  narrowing  wage  differentials  also 
point  to  the  unrealistic  wage  expectations  on 
the  part  of  graduates  that  need  adjustments. 
In  particular  this  will  be  an  important  con- 
sideration in  decisions  regarding  future  in- 
vestments in  education,  especially  in  light  of 
the  future  direction  of  Indonesia's  economic 
development. 

Specific  Policies  that  Affect  HRD 

Labour  regulations  on  protection,  hiring 
and  displacement,  safety,  and  labour  rela- 
tions as  well  as  minimum  wages  are  not 
thought  to  have  created  obstacles  in  labour 
mobility  or  the  ability  of  the  labour  market 
to  respond  to  changes  such  as  the  need  for 


more  labour  in  a  deregulated  environment. 
The  Department  of  Manpower  does  have  re- 
gulations that  limit  the  hiring  of  expatriate 
workers  by  sector  and  position.  The  hiring 
of  expatriate  workers,  especially  at  the 
managerial  and  technical  levels  does  carry 
stipulations  regarding  training  and  transfer 
of  know-how.  Furthermore,  for  a  number  of 
years  a  levy  had  been  attached  to  the  hiring 
of  expatriate  workers  which  could  have  been 
used  as  a  training  fund;  now  the  levy  is  only 
imposed  on  expatriates  wishing  to  stay  on 
beyond  their  stipulated  time.  However,  these 
policies  have  not  been  enforced  and  the  gov- 
ernment has  been  tolerant  to  the  hiring  of  ex- 
patriates in  export  oriented  and  financial 
sectors  in  recognition  of  the  human  resource 
constraints. 

No  study  has  so  far  been  conducted  on 
the  contribution  of  expatriates  or  Multina- 
tional Corporations  in  transferring  know- 
how  and  human  resource  development 
(HRD).  However,  the  role  of  Multinational 
Corporations  in  human  resource  develop- 
ment, especially  at  the  top  and  middle  man- 
agement levels  is  thought  to  be  important. 
Many  of  the  highly  rated  managers  in  the 
competitive  and  big  Indonesian  corporations 
were  formerly  from  multinational  corpora- 
tions. Two  notable  examples  are  Citibank 
for  the  banking  sector  and  IBM  for  the  elec- 
tronics and  information  system  sector. 
While  this  is  a  well  recognised  fact,  no  com- 
prehensive research  has  been  carried  out  to 
study  the  issue. 

The  substantial  deregulation  has  current- 
ly been  undertaken  in  the  financial  sector 
and  the  response  has  been  tremendous.  The 
number  of  banks  jumped  from  111  in  1988 
before  the  deregulation  to  151  in  1990  and 
the  number  of  bank  offices  from  1,728  in 
1988  to  2,842  in  1990.  This  has  put  a  lot  of 
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strain  on  the  HRD  needs  of  the  financial  sec- 
tor, which  has  led  to  hijacking  practices  be- 
tween banks  and  the  hiring  of  inexperienced 
staff  to  run  banks.  The  latter  development 
has  raised  concerns  sufficiently  such  that  as 
part  of  recent  central  bank  regulations  to  en- 
sure the  soundness  of  the  banking  system, 
banks  were  required  to  spend  5  per  cent  of 
their  profits  on  training.  The  fulfillment  of 
the  requirement  is  linked  to  the  soundness 
rating  that  the  central  bank  gives.  The  effec- 
tiveness of  this  policy  remains  to  be  seen,  but 
in  response  there  has  been  an  increase  in  the 
number  of  banking  training  institutions  and 
most  of  the  large  banks  have  created  their 
own  training  institutions.  Similar  govern- 
ment regulations  on  the  qualifications  of 
brokers  and  investment  analysts  for  the 
emerging  capital  markets  have  also  enforced 
government  determined  training  needs. 

Indonesia  does  not  appear  to  suffer  from 
serious  "brain  drain"  to  countries  outside  of 
Indonesia.  In  fact,  in  a  Ford  Foundation 
study  conducted  several  years  ago  on  the  rate 
of  returnees  of  students  studying  in  USA,  In- 
donesia rated  one  of  the  highest.  Indonesians 
who  decide  to  stay  abroad  do  so  for  two 
main  reasons.  First,  concerns  with  discrimi- 
nation have  affected  some  Chinese  minority 
to  opt  to  stay  abroad.  Second,  Indonesian 
professionals  in  very  specialised  fields,  such 
as  science  and  technology,  also  are  a  source 
of  brain  drain  since  there  is  a  perceived  lack 
of  facilities  and  a  conducive  research  en- 
vironment. 

Technology  Policy 

One  specific  policy  that  should  be  men- 
tioned is  that.of  the  Department  of  Research 
and  Technology,  and  the  associated  Agency 
for  the  Development  of  Research  and  Tech- 
nology. The  orientation  of  the  department 


and  agency  has  been  on  the  development  of 
high  technology  capability.  In  terms  of 
policy,  the  Department  has  the  policy  to  de- 
velop certain  high  technology  and  strategic 
industries  such  as  aircraft  and  shipping.  The 
underlying  justification  is  that  technological 
capability  should  start  with  development  of 
high  technology  industries  which  will  then 
have  spread  and  linkage  effects  to  other  in- 
dustries. 

A  substantial  amount  of  funds  have  been 
spent  on  developing  the  various  high  tech- 
nology industries  and  institution  building 
(research  centres  etc.).  Investment  has  also 
been  directed  at  sending  students  to  study 
abroad,  most  have  not  returned  at  this  stage. 
The  cost  has  been  high,  and  the  benefits  are 
yet  to  be  felt  on  the  wider  economy.  It  may 
be  too  early  to  evaluate  the  results  of  such  a 
policy,  but  there  are  certainly  less  costly 
alternatives  to  developing  technological 
capability.  Furthermore,  in  Indonesia  the 
appropriateness  of  the  technology  remains 
to  be  inexorably  under  debate. 

Other  than  the  orientation  toward  high 
technology,  Indonesia  does  not  have  a  well 
defined  technology  policy.  There  are  refer- 
ences to  technology  transfer  that  must  be 
undertaken  by  foreign  firms;  however,  it  is 
not  monitored  or  policed.  In  fact  the  duty 
exemption  on  capital  goods  imports  given  to 
foreign  as  well  as  domestic  firms  who  are  ap- 
proved through  the  Board  of  Investment,  en- 
courages capital  intensive  technology  in  a 
labour  abundant  country. 

Government  Policy  on  Civil  Service  and  Em- 
ployment 

The  government  is  still  seen  as  providing 
lifetime  employment  and  security.  However, 
the  base  salaries  it  offers  are  much  lower 
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than  those  provided  by  the  private  sector. 
The  system  of  salary  supplements  is  com- 
plicated and  not  always  linked  to  perfor- 
mance. Besides,  promotion  is  based  on  sen- 
iority rather  than  performance.  The  govern- 
ment has  not  been  able  to  successfully  attract 
the  best  people.  In  1989  only  11  per  cent  of 
Indonesia's  civil  servants  had  at  least  a 
bachelor's  degree  compared  with  5  per  cent 
in  1975.  As  a  result  the  administrative  capa- 
city of  the  government  is  seen  to  be  weak 
and,  in  fact,  has  been  in  the  past  and  con- 
tinues to  be,  a  major  burden  to  the  enacting 
government  policy  in  an  efficient  and  trans- 
parent manner  that  will  minimise  the  cost  of 
doing  business. 

The  government  recognises  that  in  the 
deregulated  environment  and  with  the  in- 
creasing need  for  private  sector  participa- 
tion, the  administrative  capacity  of  the  gov- 
ernment needs  to  be  improved.  A  process  of 
civil  service  reform  is  underway  at  present 
and  is  headed  by  the  Minister  of  State  for 
Administrative  reform  (MENPAN).  It  is 
focused  mainly  on  clarifying  tasks  and  res- 
ponsibilities through  a  wide  ranging  job 
analysis  initiative.  The  major  aim  of  the  re- 
form is  to  have  an  adequately  sized  bureau- 
cracy characterised  by  skilled  and  adequately 
compensate  professionals. 

The  programme  is  still  in  its  initial 
phases,  and  it  does  not  seem  too  easy  to  im- 
plement due  to  funding  limitations  and  the 
sheer  size  of  the  bureaucracy  (3.6  million  in 
1988). 

Assessment  and  Implications 

Indonesia's  experience  in  dealing  with 
human  resource  development  has  been  im- 
pressive in  terms  of  quantity  as  measured  in 


terms  of  the  increase  in  education  nation- 
wide. However  it  is  well  recognised  that  the 
quality  and  effectiveness  of  investment  in 
human  resource  development  falls  short  of 
the  long-term  needs  of  a  rapidly  developing 
country.  Given  the  rapid  developments  and 
the  changed  dynamics  of.  the  system  in  the 
post  deregulated  environment,  the  lack  of 
appropriate  HRD  has  been  recognised  as  be- 
ing a  major  bottle-neck. 

The  strategies  that  the  authors  recom- 
mend to  improve  human  resource  develop- 
ment can  be  classified  as  direct  and  indirect. 
In  line  with  the  structure  of  the  paper,  strate- 
gies to  address  the  problems  and  issues  are 
respectively  raised  in  the  following  first  and 
second  section. 

Improving  Direct  Human  Resource  Develop- 
ment Strategy  and  Its  Implementation 

Although  education  levels  are  increasing 
in  Indonesia,  as  pointed  out  in  the  first  sec- 
tion, the  education  system  itself  has  not  ade- 
quately met  the  needs  of  the  private  and 
public  sectors  for  skilled  workers  —  educa- 
tion is  still  an  end  in  itself,  not  as  a  means  to 
an  end.  The  growing  number  of  the  educated 
unemployed  attests  to  this  gap.  Deficiencies 
in  the  system  are  due  to  the  lack  of  links  with 
trade  and  industry.  There  is  no  long-term 
strategy  of  linking  education  policy  (the  sup- 
ply) to  the  demand  side.  On  the  demand  side 
managers  also  fail  to  perceive  the  connection 
between  lack  of  training  and  low  productivi- 
ty. Therefore  one  very  important  implication 
is  to  reconsider  education  and  training 
policies  so  that  there  is  a  long-term  strategy 
that  integrates  it  with  the  overall  economic 
policy.  The  main  challenge  is  to  achieve  this 
aim  by  using  its  public  and  private  resources 
efficiently  and  equitably. 


HRD  AND  MANAGEMENT 

The  first  step  should  be  to  strengthen  the 
quality  of  basic  and  secondary  education. 
Improved  quality  should  start  at  the  basic 
level  where  the  needs  are  increasingly 
greater,  that  is  the  primary  school  level.  The 
main  problems  have  been  non  enrollment  in 
isolated  areas,  non  cooperative  responses  by 
parents  in  sending  their  children  to  school, 
and  insufficient  funds.  There  needs  to  be  a 
greater  allocation  of  funds  to  improve 
education  at  the  basic  level.  Then  there  is 
also  the  optimal  allocation  of  scarce  funds 
where  the  focus  should  be  shifted  from  pure- 
ly quantitative  targets  to  improving  quality. 
Paramount  is  improving  the  quality  of 
teachers  such  as  through  salary  related  in- 
centives. 

Second,  private  training  should  be  en- 
couraged. To  avoid  uneven  quality,  means 
by  which  trainers  and  employers  can  eval- 
uate the  quality  and  appropriateness  must 
therefore  be  created.  Substantial  investments 
are  still  needed  to  improve  facilities,  staff 
and  programme.  Monitoring  by  government 
or  assigned  autonomous  body  to  deal  with 
accreditation  and  quality  control  in  an  ob- 
jective manner  will  also  be  required  so  that 
users  can  evaluate  the  quality. 

Third,  increased  investment  in  training 
by  enterprises  themselves  should  be  en- 
couraged. Services  that  evaluate  the  training 
needs  of  the  company,  the  training  pro- 
gramme itself  and  sometimes  the  training  of 
the  trainee  himself  should  be  made  available. 
Employees  will  accordingly  have  the  best 
vantage  point  to  evaluate  the  types  of  train- 
ing needs.  Government  support  can  come  in 
the  form  of  providing  information  on  train- 
ing programmes  and  disseminating  the  infor- 
mation. 

Fourth,  alternatively  it  would  be  ad- 
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visable  to  create  a  training  fund  which  will 
be  used  to  achieve  training  targets  and 
criteria.  Reimbursement  ~  full  or  partial  - 
of  certain  types  of  training  should  therefore 
be  made  available. 

Fifth,  it  is  recommended  that  govern- 
ment vocational  and  technical  schools  and 
government  training  centres  be  upgraded, 
and  that  investment  be  implemented  to  im- 
prove facilities,  staff  and  training  pro- 
gramme. The  existing  problems,  however, 
are  mainly  government's  lack  of  flexibility 
and  lack  of  links  with  industry's  needs. 

Sixth,  it  is  imperative  that  a  labour  mar- 
ket information  system  to  guide  education 
and  training  decisions  is  set  up. 

Improving  the  Systems  of  Organisation  and 
Utilisation  of  HRD 

The  existing  system  itself  has  thus  far  not 
favoured  the  development  of  a  competitive 
atmosphere  whereby  human  resource  devel- 
opment and,  professionalism  could  have 
been  a  natural  outcome.  Despite  the  under- 
taken deregulations,  many  distortions  con- 
tinue to  exist  and  the  implementation  of  re- 
gulations is  still  subject  to  less  than  trans- 
parent criteria,  inconsistencies  and  uncer- 
tainty. The  creation  of  a  more  level  playing 
field  that  fosters  fair  competition  will  be 
needed  to  ensure  that  human  resource  devel- 
opment will  become  a  priority  for  firms. 

Improving  productivity  by  moving  to- 
ward higher  value  added  industries  as  part  of 
the  industrialisation  strategy  as  successfully 
undertaken  by  other  countries  such  as  South 
Korea,  should  also,  be  pursued.  Improve- 
ments in  productivity  can  also  be  influenced 
through  appropriate  technology  choice,  in- 
vestment in  new  capital  and  emphasising 
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human  resource  development  within  the 
company  as  mentioned  above. 

The  functioning  of  a  well  qualified  and 
efficient  government  bureaucracy  to  imple- 
ment policies  will  also  be  crucial  for  Indone- 
sia's development.  To  this  end,  other  than  a 
reform  of  the  present  civil  service  system  as 
described  above,  on  going  training  and  pro- 
viding adequate  compensation  should  also 
be  considered. 


Although  the  labour  market  does  not  ap- 
pear to  pose  significant  problems  with  re- 
gard to  human  resource  development, 
labour  market  regulations  should  be  kept 
under  continual  reviews  to  prevent  any  dis- 
tortions. The  Ministry  should  be  in  close 
contact  with  the  private  sector  to  prevent  any 
regulations  from  becoming  distorted.  Some 
thought  can  also  be  given  to  improving 
labour  market  information  as  a  guide  to 
education  and  training  decisions. 
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Japan's  Defence  Conception  and  Its 
Implication  for  Southeast  Asia* 

Hikmahanto  Juwana 


Introduction 


DUE  to  its  isolated  geographic  loca- 
tion Japan  was  originally  a  closed 
country.  But  in  less  than  150  years,2 
Japan  has  changed  from  a  closed  country  to 
a  state  that  should  always  be  heeded  with  re- 
gard to  its  conception  and  policy  adhered  to, 
even  internally,  by  the  international  com- 
munity. In  this  sense  undoubtedly,  Japan 
has  become  a  superpower.3 


♦This  article  is  translated  from  the  Indonesian  ver- 
sion, "Pemikiran  Jepang  Tentang  Pertahanan  dan  Im- 
plikasinya  BagiAsia  Tenggara, "  which  was  presented  at 
the  One-day  Seminar  on  the  Increase  of  Arms  Purchase, 
ZOPFAN,  and  Political  Stability  in  Southeast  Asia, 
organised  by  CSIS  in  cooperation  with  Balitbang  (Agen- 
cy of  Research  &  Development),  Department  of  Foreign 
Affairs,  Jakarta,  13  April  1993. 

'Reischauer,  Japanologist  and  former  American 
Ambassador  to  Japan,  describes  Japan's  location  as 
follows,  "It  lies  at  the  extreme  eastern  edge  of  the 
Asian-European  'ancient  world'  of  high  civilization, 
considerably  further  out  to  sea  than  the  British  Isles  on 
its  western  edge.  Japan  was  no  crossroads  of  world 
trade  but  lay  at  the  veritable  end  of  the  earth,  the  most 


One  of  the  Japanese  conceptions  that  has 
called  the  attention  of  the  international  com- 
munity at  present  is  about  its  defence.  The 
cautious  attention  it  is  getting  from  the  inter- 
national community  is  in  the  framework  of 
the  anticipating  various  implications,  both 
positive  and  negative. 

Owing  to  the  title,  this  article  is  divided 
into  two  parts.  The  first  part  will  discuss  the 
anatomy  of  Japan's  conception  of  defence, 
since  its  defeat  in  the  Second  World  War  un- 
til the  present.  This  part  discusses  the  legiti- 
macy of  Japanese  defence  conception  and 
how  great  the  influence  of  the  United  States 

isolated  of  all  the  major  countries  that  enjoyed  a  high 
civilisation  in  premodern  times.  External  influences  for 
long  came  to  its  slowly  and  only  as  filtered  through  the 
nearby  continental  lands  of  China  and  Korea."  See:  Ed- 
win O.  Reischauer,  Japan:  The  Story  of  a  Nation,  4th 
ed.  (USA:  Alfred  A.  Knopf,  1990). 

Calculated  from  1853  when  Japan  "was  forced"  to 
open  itself  up  by  American  pressure. 

3One  of  the  characteristics  of  a  superpower,  accor- 
ding to  the  author,  is  that  the  policy,  even  if  it  is  internal 
of  character,  of  that  state,  will  have  its  implications  on 
other  states. 
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(US)  is  on  this  conception. 

The  second  part,  will  especially  discuss 
the  implication,  which  is  caused  by  Japan's 
defence  conception,  for  Southeast  Asia.  The 
discussion  will  be  based  on  the  basic  assump- 
tion that  the  role  of  Japanese  defence  will 
eventually  increasingly  grow.  Therefore  the 
attitude  of  the  Southeast  Asian  countries  will 
be  studied.  Aside  from  this,  the  discussion 
will  also  include  the  advantages  and  disad- 
vantages of  the  growing  role  of  the  Japanese 
defence  for  the  countries  in  Southeast  Asia. 


Japan's  Defence  Conception 

Throughout  its  history,4  Japan  systemat- 
ically started  developing  its  defence  force  in 
the  period  of  Emperor  Meiji's  rule,  when  the 
slogan  fukoku  kyohei  (strong  and  well- 
armed  state)  was  announced. 

In  the  1920s  the  Japanese  military  pOwer 
was  already  so  great  that  Japan  became  one 
of  the  major  powers  of  the  world.  The  evi- 
dence for  the  recognition  of  Japan's  military 
power  by  the  other  major  powers  of  the 
world  was  Japan's  involvement  in  the  agree- 
ment to  limit  the  military  capacities  of  the 
superpowers.5 

Japan's  military  glory  collapsed  with  the 

4Here  the  term  defence  is  used  in  English.  Defence 
here  is  connotated  as  the  military  capacity  of  a  certain 
country  and  its  ability  to  wage  war  and  to  ward  off 
armed  attacks. 

5An  example  of  such  a  treaty  was  the  Washington 
Treaty  for  the  Limitation  of  Naval  Armaments  (1922) 
which  was  signed  by  Britain,  the  USA,  Japan,  France, 
and  Italy.  This  treaty,  among  other  things,  arranged  the 
reduction  of  the  navies  proportionally  and,  reduced  the 
armament  of  the  navies.  See:  Hans  J.  Morgenthau,  Poli- 
tics Among  Nations:  The  Struggle  for  Power  and  Peace 
(New  York,  Alfred  A.  Knopf,  1963),  181. 


end  of  World  War  II.  The  very  powerful 
military  strength  could  be  subdued  by  the 
Allied  troops.  Since  that  time  Japan  was 
dismantled  of  its  military  power.  But  this 
dismantling  did  not  last  long  because  grad- 
ually Japan  started  showing  its  military 
strength,  be  it  in  a  limited  scope. 

Periodisation  of  Japan 's  Defence  Concep- 
tion 

In  discussing  Japan's  conception  for 
defence  ever  since  this  country  lost  the  war 
against  the  Allied  Powers,  that  era  until  now 
can  at  least  be  divided  into  three  periods. 
The  first  one  is  Japan's  conception  during 
the  American  occupation  from  the  enact- 
ment of  the  new  Constitution  in  1946  until 
1950.  The  second  period  covers  the  post- 
American  occupation  period  which  lasted 
from  1950  to  1976.  The  last  one  is  the  period 
from  1976  until  now,  when  Japan  systemat- 
ically has  displayed  various  stages  of  its 
defence  build-up. 

First  Period:  The  USA  as  A  Quarantor 
of  Japan 's  Defence  and  Security 

Immediately  after  Japan's  defeat  by  the 
Allied  Forces,  the  latter  established  an  oc- 
cupation government  which  was  named 
Supreme  Command  of  the  Allied  Powers 
(SCAP).  The  occupation  government  acted 
on  behalf  of  the  Allied  Powers,  to  be  sure, 
but  the  daily  executive  and  general  policy- 
maker was  only  the  United  States.  Because 
of  this,  the  SCAP  government  was  often 
called  the  United  States  occupation  force. 

As  the  responsible  person  for  running  the 
occupation  government  General  Douglas 
Mc Arthur  was  appointed.  The  first  action 
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taken  by  McArthur  was  to  dismantle  the 
military  power  possessed  by  Japan.  The  mili- 
tary industry  was  converted  into  an  industry 
of  consumer  goods;  the  imperial  army  was 
dissolved,  the  constitution  was  transformed 
in  such  a  way  that  Japan  became  a  Pacifist 
state;  the  zaibatsu  (conglomeration)  that  was 
responsible  for  the  army  funds  and  the  mili- 
tary operations  was  abolished.  And  there 
were  several  other  policies. 

As  a  consequence  of  the  dismantling  of 
Japan's  military  power  by  McArthur, 
Japan's  defence  became  the  burden  and 
responsibility  of  the  United  States.  The  US 
stationed  a  number  of  its  troops  there  to 
maintain  order  and  to  defend  Japan  against 
outside  attacks.  At  that  time  McArthur 
wanted  Japan  to  be  another  Switzerland,  a 
neutral  but  rich  country  in  the  Far  East 
where  the  United  States  would  act  as  its 
security  guarantor. 

In  this  period  Japan  had  no  conception 
at  all  concerning  its  defence,  because  every- 
thing was  thought  out  by  the  United  States. 
At  that  time  Article  96  of  the  Japanese  Con- 
stitution was  interpreted  literally,  not  allow- 
ing Japan  keeping  armed  forces  and  warfare 
potential.  Said  Oppler:  "The  wording  of  Ar- 
ticle 9  suggest  to  the  unprejudiced  reader 
that  Japan  is  prohibited  from  maintaining 
armed  forces  even  for  defensive  purposes 
(bold  printings  by  the  writer)  and  this  was 
the  initial  understanding  both  of  McArthur 


'Article  9  reads:  "Aspiring  sincerely  to  an  interna- 
tional peace  based  on  justice  and  order,  the  Japanese 
people  forever  renounce  war  as  a  sovereign  right  of  the 
nation  and  threat  or  use  of  force  as  a  means  of  settling 
international  disputes."  In  order  to  accomplish  the  aim 
of  the  preceding  paragraph,  land,  sea  and  air  forces,  as 
well  as  other  war  potential,  will  never  be  maintained. 
The  right  of  belligerency  of  the  state  will  not  be  re- 
cognised. 


and  of  the  government  spokesman  in  the 
Diet,  Kanamori."7 

Second  Period:  The  Need  for  Japan 's 
National  Defence  is  Contemplated  by 
Japan 

After  the  outbreak  of  the  Korean  War  in 
1950,  the  USA  began  to  bring  changes  in  its 
policy  in  the  matter  of  Japan's  national 
defence.  At  that  moment,  since  the  Ameri- 
can troops  were  deployed  to  Korea,  there 
was  a  vacuum  of  troops  taking  care  of 
Japan's  security.  The  American  Govern- 
ment, through  its  Secretary  of  States,  John 
Foster  Dulles,  urged  Japan  which  was  re- 
presented by  Prime  Minister  Shigeru  Yoshi- 
da  to  also  think  about  Japan's  own  defence. 

Initially  Prime  Minister  Yoshida  was 
steadfast  ;n  his  standpoint  that  Japan  was 
not  allowed  to  have  either  armed  forces  or 
war  potential,  in  keeping  with  Article  9  of 
the  Constitution,  although  the  setup  was  for 
defensive  purposes.  However,  due  to  Ameri- 
ca's strong  pressure  and  reality  showed  that 
Japan  was  indeed  in  need  for  armed  forces 
to  guard  its  security,  at  last  Premier  Yoshida 
gave  in  to  America's  wishes.  In  this  way 
Japan  was  'forced'  to  contemplate  about  its 
national  defence. 

As  a  consequence  of  America's  demands 
on  August  10,  1959  Japan  established  the 
National  Police  Reserve  Force  (NPF)  with 
personnel  numbering  75.000  men.  Since  that 
time  Japan's  involvement  in  the  develop- 
ment of  its  defense  force  kept  increasing.  In 
four  years  the  NPF  was  reorganised  and  the 
number  of  personnel  increased.  NPF's  was 


7Alfred  C.  Oppler,  Legal  Reform  in  Occupied 
Japan:  A  Participant  Looks  Back  (New  Jersey:  Prince- 
ton University  Press,  1976),  209. 
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changed  into  National  Security  Force  (NSF) 
and  from  1954  until  today  it  has  been  known 
as  Self  Defense  Force  (JIEITAI),  which  in- 
cludes 180.000  personnel.  Besides,  to  direct 
and  consolidate  Japan's  defence  policy  more 
properly,  in  1954  the  Defense  Agency 
(BOEICHO)  was  formed  that  was  directly 
responsible  to  the  Premier. 

The  outbreak  of  the  Korean  War,  apart 
from  causing  the  formation  of  security 
guards,  was  also  attended  by  a  restoration  of 
Japan's  military  industry  that  used  to  oper- 
ate in  that  country.  The  United  States,  which 
needed  a  lot  of  military  equipment  like 
tanks,  gave  Japan's  industry  an  opportunity 
to  produce  them.  In  so  doing  the  military  in- 
dustry that  had  been  terminated  by  Mc- 
Arthur  was  revived  out  of  need. 

In  the  second  period  the  contemplation 
of  defence  by  the  Japanese  Government  be- 
came a  source  of  worry  for  the  greater  part 

Q 

of  the  people  and  its  politicians.  The  people 
and  their  representatives  in  parliament  feared 
that  the  Government  and  the  ruling  party 
(LDP)  would  revive  militarism  which  would 
lead  Japan  to  disaster.  This  dissension  was 
expressed  in  the  form  of  bringing  the  case 
before  the  court,  on  the  basis,  of  the  legitima- 
cy of  the  Self  Defence  Force  and  the  pre- 
sence of  the  US  troops  on  the  basis  of  the 
Constitution.9  All  this  ended  in  a  failure. 


The  Japanese  Socialist  Party,  for  instance,  issued  a 
declaration  in  1954  that  they  would  fight  to  keep  Japan 
from  being  rearmed,  they  would  dissolved  all  security 
and  defence  troops,  and  safeguard  the  Peace  Constitu- 
tion. See:  Malcolm  Mcintosh,  Japan  Re-Armed  (Lon- 
don: Frances  Printer  Ltd.,  1986),  29. 

9There  are  several  cases  that  are  connected  with  this 
matter,  among  others:  the  Naganuma  case,  the'Suna- 
kawa  cases,  and  the  Sakane  case.  For  a  detailed  discus- 
sion on  the  Naganuma  case  read:  Robert  L.  Seymour, 
"Japan's  Self  Defense:  The  Naganuma  Case  and  Its  Im- 


The  Japanese  Supreme  Court  did  not  see  in 
its  decision  that  the  SDF  as  well  as  the 
Japanese  security  agreement  with  the  USA 
violated  or  contravened  the  Constitution. 

Nevertheless  the  Government  and  the 
ruling  party  were  not  ignorant  of  the  dis- 
sension of  the  popular  majority.  They  ac- 
commodated the  existing  fears  by  putting  up 
restrictive  beacons  so  that  the  stepping  up  of 
the  defence  power  would  not  at  all  be  di- 
rected towards  a  revival  of  militarism.  These 
beacons  were  among  other  things:  (1)  the 
defence  budget  must  not  exceed  the  1  per 
cent  of  GNP  of  the  Japanese  people;  (2)  the 
total  number  of  the  SDF  personnel  must  not 
exceed  180,000;  (3)  to  lay  down  three  non- 
nuclear  principles;10  (4)  there  will  be  no  in- 
tention of  amending  Article  9  of  the  Consti- 
tution; (5)  that  Japan  was  not  to  take  over 
the  entire  responsibility  of  its  security.11 

Third  Period:  Systematic  Development 
of  Defence 

Since  1976,  with  the  implementation  of 
the  National  Defense  Policy  Outline 
(NDPO),    Japan    started   developing  its 

12 

defence  in  a  planned  and  systematic  way. 

plications,"  Pacific  Affairs  47,  no.  4  (Winter  1974- 
1975):  421-436.  Meanwhile  for  the  Sunakawa  case  read: 
Alfred  C.  Oppler,  "The  Sunakawa  Case,  Its  Legal  and 
Political  Implications,"  Political  Science  Quarterly  76, 
no.  2  (June  1961):  241-263. 

10The  three  aforementioned  principles  are:  (1)  non- 
possession  of  nuclear  weapons;  (2)  non-proliferation  of 
nuclear  weapons;  and  (3)  prohibition  of  introduction  of 
nuclear  arm  onto  Japanese  territory. 

"Japan  only  had  the  responsibility  of  repelling  any 
attacks  from  abroad  on  a  short-term,  while  waiting  for 
the  USA  to  take  action. 

12Actually  since  1957  Japan  had  laid  down  a  Basic 
Policy  for  National  Defence.  The  only  thing  was  that 
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In  the  NDPO  it  was  determined  that  the  in- 
crease of  Japan's  defence  force  was  directed 
towards  enabling  Japan  to  drive  away  limited 
or  small  scale  aggression  in  time  of  peace.  In 
this  connection  the  NDPO  emphasized  two 
points.  First,  Japan's  military  equipment 
shall  be  renovated  in  a  continual  and  di- 
rected manner;  and  second,  the  system  of 
logistic  support  shall  be  strengthened  with- 
out having  to  alter  the  power  structure  of  the 
SDF. 

Interesting  to  note  in  the  presence  of  the 
NDPO  is  the  fact  that  no  time  target  for  the 
increase  of  the  defence  power  has  been  fixed. 
Besides,  the  NDPO  is  'open  ended'  (open, 
and  unlimited)  in  nature.  In  order  to  imple- 
ment the  NDPO  the  Japanese  Government 
has  made  a  three-year  plan  called  Mid-Term 
Planning  Estimate  (MTPE). 

The  systematic  development  of  defence 
requires  an  adequate  allocation  of  the 
budget.  And  yet,  up  to  now  the  Japanese 
Government  has  always  observed  the  policy 
outlined  by  Premier  Takeo  Miki  who  held  to 
the  standard  of  1  per  cent  of  the  GNP  to  be 
allocated  for  the  defence  budget.13  But  this 
does  not  prevent  the  swelling  of  the  budget 
received  for  defence  in  order  to  be  regarded 
adequate.  The  cause  is  attributed  to  the  con- 
nection made  between  the  defence  budget 
and  the  GNP  of  the  Japanese  people.  Statis- 
tics point  out  that  since  the  1970s  Japan  has 
been  a  nation  that  year  after  year  has  always 
seen  a  drastic  rise  in  the  GNP. 

the  BPND  contained  a  confirmation  that  Japan,  as  far 
as  its  security  was  concerned,  would  still  be  dependent 
upon  the  United  States,  although  at  the  same  moment 
this  country  was  aware  of  the  needs  for  enhancing  the 
capacity  of  its  defence,  in  keeping  with  the  existing 
situation  and  conditions. 

13Although  on  several  occasions  it  exceeded  the  1  per 
cent  figure,  it  never  went  beyond  1.5  per  cent. 


This  period  was  also  marked  in  1991  by 
deploying  SDF  troops  abroad,14  which  was 
hitherto  impossible.15  In  order  to  smoothen 
this  expedition,  Japan  had  its  legal  basis, 
namely  the  "Bill  Concerning  Cooperation 
for  the  United  Nations  Peacekeeping  Opera- 
tions and  Other  Operations."  Accordingly 
Japan's  involvement  in  defence  has  advanced 
one  more  step,  while  Japan's  limited  military 
force  can  be  deployed  abroad  without  being 
related  with  Japan's  territory  as  well  as  with 
its  direct  interests. 

Legitimacy  Developed  for  the  Need  of 
Japan 's  Defence 

In  the  effort  to  step  up  its  force  in  the 
defence  system,  Japan  uses  various  legitima- 
cies to  justify  its  action.  In  other  words, 
Japan  increases  its  defence  force  not  because 
it  wishes  to,  but  it  is  more  caused  by  external 
factors  which  compel  it  to  develop  its  de- 
fence system.  The  conception  of  the  increase 
of  Japan's  defence  force  in  the  three  periods 
described  above  can  be  analysed,  at  least,  on 
the  basis  of  three  legitimacies. 

First,  the  enhancement  of  Japan's  de- 
fence force  is  an  imperative  because  Japan  is 
facing  a  very  potential  threat,  namely  the 
Soviet  Union  (Russia  at  present),  the  Peo- 
ple's Republic  of  China  and  North  Korea. 

l4The  deployment  of  the  SDF  troops  was  part  of  the 
task  of  the  United  Nations. 

15In  the  1989  white  paper  of  Defence  of  Japan,  it 
was  said  that,  "...  the  government  believes  that  the 
Constitution  does  not  permit  it  to  dispatch  armed  forces 
to  foreign  territorial  land,  sea  and  airspace  for  the  pur- 
pose of  using  armed  force,  because  such  deployment  of 
troops  overseas  generally  goes  beyond  the  minimum 
limit  necessary  for  self-defense  (bold  types  by  the 
writer)."  See:  Defense  Agency,  Defense  of  Japan  1989 
(Japan:  The  Japan  Times,  without  year),  81. 
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Geographically  those  three  states  are  adja- 
cent to  Japan  and  are  directly  confronted 
with  it. 

Although  the  Soviet  Union's  history  is 
finished,  together  with  the  termination  of 
the  Cold  War,  Russia  being  the  Soviet 
Union's  successor  still  constitutes  a  source  of 
potential  threat.  This  is  due  to  the  fact  that 
there  is  still  a  problem  in  Russo-Japanese 
relations,  i.e.  the  territorial-dispute  about 
the  islands  of  the  Northern  Territories. 
Meanwhile  China  and  North  Korea  pose  a 
potential  threat  to  Japan  because  of  their 
communist  ideologies  and  military  power. 
Aside  from  this,  among  China,  Japan,  and 
Taiwan  there  is  a  territorial  conflict  going 
on. 

In  order  to  deal  with  this  threat,  Japan 
willy-nilly  has  to  enhance  the  capacity  of 
its  defence  system  which  means  an  increase 
of  its  force  in  its  defence  system.  Without 
threats  from  outside,  there  is  no  ground  for 
Japan  to  keep  a  defence  force  at  all,  let  alone 
to  increase  its  strength. 

The  legitimacy  for  the  enhancement  of 
Japan's  defence  power  is  to  secure  Japan's 
interests  beyond  its  territory.16  This  legiti- 
macy is  closely  related  with  the  security  and 
stability  of  the  Asia-Pacific  region.  Japan 
wishes  the  Asian  region,  especially  Southeast 

17 

Asia,    where  the  Sealanes  of  Communca- 

16In  the  1992  white  paper  of  Defence  of  Japan  it  was 
stated  that  the  dispatching  of  minesweepers  to  the  Per- 
sian Gulf  had  the  aim  "...  to  secure  navigational  safety 
for  Japanese  vessels, ..."  See:  Defense  Agency,  Defense 
of  Japan  1992  (Japan:  The  Japan  Times,  witout  year), 
115. 

17Tsuneo  Akaha,  for  one,  said  that  Japan  was  very 
well  aware  of  the  significance  of  the  straits  in  Southeast 
Asia,  namely  the  Straits  of  Malaka  and  Singapore  as 
well  as  the  Lombok  and  Makasar  Straits  for  interna- 
tional seafare.  Among  the  140-150  vessels  passing  those 
straits  every  day,  44  per  cent  of  those  weighing  30.000 


tion'  (SLOC)  are  found  connecting  two 
oceans,  to  be  guarded  for  the  protection  of 
its  economic  interest,  which  is  export- 
oriented.  And,  what  is  more  important,  to 
protect  the  supply  of  Japan's  needed  raw 
material  from  abroad.18 

Concrete  steps  that  entail  the  legitimation 
of  this  concept  are  among  other  things:  the 
policy  conducted  by  Prime  Minister  Zenko 
Suzuki  which  was  continued  by  his  succes- 
sor, Yasuhiro  Nakasone,  concerning  Japan's 
readiness  to  secure  the  sealanes  within  a 
radius  of  1,000  miles.  The  era  under  PM  Na- 
kasone's  administration,  was  also  marked  by 
Japan's  intention  to  deploy  the  MSDF  out- 
side Japan  as  a  minesweeper  in  the  Persian 
Gulf. 

The  Persian  Gulf  was  selected  because  it 
is  through  this  Gulf  that  oil  supply  to  Japan 
is  transported.  But  this  intention  was  op- 
posed at  home,  so  that  it  was  canceled. 
Hence  this  intention  was  not  realised  until 
the  period  of  Premier  Toshiki  Kaifu's  Gov- 
ernment, after  the  Gulf  War  was  over. 

tons  of  more  were  Japanese.  The  Japanese  tankers  that 
carried  74  per  cent  of  the  85  per  cent  in  imported  oil 
needed  by  Japan,  passed  through  the  strategic  straits 
between  Singapore  and  Indonesia.  If  the  shipping  from 
the  Persian  Gulf  to  Japan  through  these  straits  were 
disrupted  and  had  to  be  diverted  to  Australia,  the  ship- 
ping distance  would  go  up  by  78  per  cent.  See:  Tsuneo 
Akaha,  "Japan's  Response  to  Threats  of  Shipping 
Disruptions  in  Southeast  Asia  and  the  Middle  East," 
Pacific  Affairs  59,  no.  2  (1986):  256-266. 

18Hiroyuki  Kishino  said  that  the  Philippines  was 
significant  for  Japan  because,  "...  the  Philippines  is 
located  in  such  a  strategically  important  point  as  to 
command  the  sealanes  of  communication  connecting 
the  Western  Pacific  and  the  Indian  Ocean;  oil,  raw 
materials  and  manufactured  goods  pass  through  this 
route,  and  the  safety  of  sealanes  is  vital  to  our  own 
(Japan)  national  security."  See:  Hiroyuki  Kishino, 
"Japan's  Policy  Toward  the  Philippines,"  Foreign  Re- 
lations Journal  5,  no.  2  (June  1990):  1 16. 
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The  third  legitimacy  for  the  Japanese 
conception  on  the  necessity  of  developing 
Japan's  defence  force  is  the  demand  that 
Japan  be  more  involved  and  engage  itself  in 
the  settlement  of  international  conflicts. 
This  demand  that  has  been  voiced  by  some 
circles  of  the  international  community,  views 
Japan  as  an  economic  power,  whose  time 
has  come  to  play  a  role  in  international  poli- 
tical affairs  and  to  participate  in  world 
peace.  The  concrete  realisation  to  meet  this 
expectation  was  Japan's  action  to  deploy 
SADF  troops  in  the  UN  Peace  Keeping 
Operations  in  Cambodia  and  recently  such  a 
force  was  also  sent  to  Mozambique. 

Japan's  involvement  in  the  settlement  of 
international  conflicts  will  give  the  country 
double  benefits.  First,  Japan  can  show  the 
world  that  it  has  a  share  as  a  new  world 
power  in  international  political  and  security 
problems.  This  involvement  will  become  in- 
creasingly important  in  the  framework  of 
strengthening  the  position  of  Japan,  which  is 
ambitious  and  is  supported  by  some  coun- 
tries in  Asia  to  become  a  permanent  member 
of  the  United  Nations  Security  Council. 
Japan  is  fully  aware  that  without  its  military 
involvement,  this  ambition  will  never  be  ful- 
filled. 

As  for  the  second  benefit,  this  will  be  in 
the  framework  of  economic  expansion  to  all 
parts  of  the  world.  Without  being  involved 
in  international  politics  and  security,  the 
world  nations  will  see  Japan  merely  as  a  state 
still  keen  on  profit.  In  this  conception,  for 
example,  Japan's  limited  involvement  in  the 
Gulf  War  has  resulted  in  the  step  taken  by 
the  Japanese  Government  to  stop  contractor 
companies  from  taking  part  in  the  profitable 
reconstruction  of  Kuwait.  The  Japanese 
Government  is  concerned  that  the  United 
States  might  accuse  Japan  of  merely  being 


keen  on  financial  profit  without  being  at  the 
risk  of  losing  lives  by  deploying  its  troops. 

US  Influence  on  Japan's  Conception  of  De- 
fence 

The  United  States  has  exerted  a  very 
great  influence  on  Japan's  defence  concep- 
tion, although  the  field  of  defence  is 
categorised  as  'purely  domestic  affairs'  of  a 
state  in  exercising  its  sovereignty.  If  this  is 
the  case,  a  question  arises:  why  does  Japan 
as  it  were  "allow"  outsiders  to  intervene  in- 
directly in  determining  the  course  of  its  na- 
tional defence  policy? 

There  are  three  main  reasons  that  make 
up  the  answer  to  this  question.  First,  the 
USA  was  the  most  responsible  country  in  the 
occupation  period,  so  that  it  has  greatly  in- 
fluenced Japan's  conception  of  defence.  Sec- 
^cfr"Japan-depend^j^ery^much  on  the  USA 
in  matters  of  its  defence.  Japan  will  prac- 
tically do  anything  the  USA  wants.  Finally, 
this  was  indicated  by  a  "Treaty  of  Mutual 
Cooperation  and  Security  Between  Japan 
and  US"  in  which  Article  6  states  that  the 
USA  and  Japan  will  mutually  consult  each 
other  in  the  case  of  a  threat  to  Japan's 
security.19  In  this  case,  Japan  as  it  were,  has 
become  a  protectorate.  It  is  because  of 
these  three  reasons  that  Japan's  defence  con- 
ception cannot  be  separated  from  US  in- 
fluence. 


l9The  full  text  of  Article  6  is  as  follows:  "The  Par- 
ties will  consult  together  from  time  to  time  regarding  the 
implementation  of  this  Treaty,  and,  at  the  request  of 
either  Party,  whenever  the  security  of  Japan  or  interna- 
tional peace  and  security  in  the  Far  East  is  threatened." 

20It  is  not  true  to  say  that  Japan  is  a  protectorate, 
because  it  is  not  fully  dependent  upon  the  USA  in  terms 
of  its  defence. 
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The  USA,  in  influencing  Japan's  defence 
conception  did  this  by  avoiding  as  much  as 
possible  direct  intervention  in  domestic  af- 
fairs. The  influence  has  been  exerted  by  the 
USA  in  the  form  of  pressures  with  various 
underlying  arguments.  The  essence  of  the  US 
standpoint  was  to  support,  and  in  some 
respects  even  to  demand,  every  effort  on  the 
part  of  Japan  to  even  more  increase  Japan's 
defence  power. 

There  are  at  least  four  arguments  put  for- 
ward by  the  United  States  that  Japan  should 
enhance  it  defence  power.  The  USA  argued 
that  it  could  no  longer  bear  the  costs  of 
security  supervision  in  every  region  of  the 
world,  especially  from  communist  threats, 
from  the  former  Soviet  Union/East  Europe, 
during  the  Cold  War  era,  from  the  People's 
Republic  of  China,  and  from  regional  con- 
flicts. Hence,  its  closest  allies  were  demanded 
to  chip  in  and  to  share  the  burden  needed  in 
safe-guarding  regional  stability.  Japan,  as 
one  of  the  closest  allies  of  the  USA  in  Asia, 
is  not  exempted  from  this  demand.  At  pre- 
sent it  is  practically  Japan  that  finances  the 
presence  of  the  US  troops  in  the  country  in 
the  framework  of  guarding  its  territorial  as 
well  as  its  regional  security. 

The  following  argument  posed  by  the 
USA  was  related  to  the  rapid  progress  of 
Japan  in  the  economic  field  that  was  accom- 
plished thanks  to  the  "free  ride"  in  the  de- 


In  a  report  it  is  said  that  the  United  States  will  cut 
the  defence  budget  drastically  in  1992,  so  that  by  1995 
the  allocation  of  the  defence  budget  will  be  3.5  per  cent 
of  America's  GDP,  whereas  until  now  it  has  been  5  per 
cent.  See:  The  World  in  1992  (The  Economist  Publica- 
tion, 1992):  72.  Besides  this,  since  1990  the  US  Depart- 
ment of  Defense  has  been  planning  to  reduce  the  troops 
in  a  number  of  allied  countries.  From  Japan,  until  1994, 
it  is  planned  to  withdraw  5,000  troops.  See:  Asahi Even- 
ing News,  10  June  1990. 


fence  field  from  the  United  States.  While 
taking  shelter  under  the  "nuclear  umbrella" 
and  trusting  that  the  USA  would  do  every- 
thing as  far  as  Japan's  security  was  con- 
cerned,2 Japan  did  not  have  to  worry  too 
much  in  facing  the  Soviet  Union,  China  and 
North  Korea  as  its  potential  enemies.  In  this 
way  Japan  could  concentrate  more  on  the 
development  and  expansion  of  its  econo- 
my. 

The  less  harmonious  relationship  be- 
tween the  two  states  in  these  last  few  years, 
especially  in  the  field  of  trade,  has  also  been 
forwarded  as  a  reason  by  the  USA,  in  order 
that  Japan  would  be  more  willing  to  step  up 
its  defence  power.  The  increase  of  Japan's 
defence  power  means  that  more  sophisti- 
cated military  equipments  are  needed,  which 
in  turn  will  provide  opportunities  for  the  US 
military  industry  to  sell  its  products.  With 
the  purchase  of  these  products24  it  is  hoped 
that  the  trade  imbalance  between  both  coun- 
tries will  be  improved. 

The  final  argument  is  that  Japan,  as  a 
new  superpower  has  to  equip  itself  with 


Former  US  Defense  Minister  Casper  Weinberger, 
in  pressuring  Japan  to  expand  its  defence  system  said, 
"Congress  has  been  pressuring  the  administration  to  cut 
military  assistance  to  its  allies  unless  they  do  enough  in 
their  own  defense."  In:  Masaru  Kohno,  "Japanese 
Defense  Policy  Making,  the  FSX  Selection,  1985-1987," 
Asian  Survey  29,  no.  5  (May  1989):  463. 

23This  situation  is  often  illustrated  as  follows:  While 
American  experts  and  educated  workers  are  being 
mobilised  to  produce  up  to  date  weapons,  the  Japanese 
experts,  educated  workers  and  money  are  being  mobil- 
ised for  the  production  of  consumer  goods  to  be  ex- 
ported and  to  yield  foreign  exchange. 

24In  1990,  America  recommended  to  Japan  the  pur- 
chase of  14  AWACS  aircraft  costing  US$200  million, 
and  20  tanker  airplanes  at  US$100  million.  But  in  the 
end  the  Defense  Agency  decided  to  buy  only  4  AWACS 
aircraft.  See:  Asahi  Evening  News,  25  September  1990. 


JAPAN'S  DEFENCE  CONCEPTION 


491 


some  military  power,  if  it  does  not  want  to 
be  called  "not  entirely"  a  power.25  The  ex- 
isting military  power  is  regarded  inadequate 
with  regard  to  the  needs  of  Japan  as  a  super- 
power. In  this  connection  a  political  ob- 
server correctly  expressed  America's  cynical 
attitude  by  saying, 

"Japan  faces  a  dilemma.  On  the  other  hand,  as  the 
second  largest  economy  in  the  world  it  is  an  eco- 
nomic superpower.  But  it  is  also  a  political  pigmy. 
It  lacks  military  might  to  influence  international 
events." 

From  the  various  arguments  put  forward 
by  the  USA  one  may  conclude  that  Japan's 
defence  conception  until  now  has  not  been 
purely  a  Japanese  conception.  It  is  even 
clearly  coloured  by  the  influence  and  wishes 
of  the  USA. 

The  Implication  of  Japan's  Defence 
Conception  for  Southeast  Asia 

From  the  discussion  of  the  first  part  of 
this  article  we  can  draw  a  red  thread.  This 
red  thread  is  that  J<apanxas  it  appears  from 
one  period  to  the  next  one  is  increasingly 
developing  in  contemplating  its  defence 
field.  The  United  States  has  contributed  a 
substantial  share  to  the  development  of  the 
Japanese  defence  conception. 


Historically  it  can  be  said  that  the  emergence  of 
military  power  usually  takes  place  after  the  establish- 
ment of  economic  strength.  The  ASEAN  foreign 
ministers  once  expressed  their  concern  about  this  ito 
Japan  in  the  meeting  of  July,  1990.  But  Foreign  Minis- 
ter Taro  Nakayama  said  that  "Japan  has  No  Intention 
of  Building  on  Its  Economic  Base  to  Become  a  Military 
Power."  Japan  Times,  29  July  1990. 

26B.A.  Hamzah,  "ASEAN  and  the  Remilitarisation 
of  Japan:  Challenges  or  Opportunities?"  Indonesian 
Quarterly  XIX,  no.  2  (Second  Quarter  1991):  148. 


A  consequence  of  the  increasingly  devel- 
oping defence  conception  is  the  equally  ex- 
panding role  that  will  be  played  by  Japan  in 
the  field  of  defence  in  the  international 
world.  The  increasingly  substantive  role  is 
interpreted  by  some  observers  in  the  sense 
that  Japan  will  act  as  a  "global  police"  in 
Asia,  replacing  the  role  of  the  USA.  The  on- 
ly thing  that  needs  to  be  thought  over  is, 
whether  Japan,  especially  its  people,27  are 
ready  to  accept  this  role.  Japan  should  not 
be  forced  to  take  over  this  role,  for  which  it 
is  not  ready,  and  which  it  is  even  unwilling  to 
accept.  Japan's  defence  conception  will  in 
essence  give  rise  to  two  alternative  implica- 
tions for  Southeast  Asia.  The  first  alterna- 
tive is  that  this  conception  will  support,  even 
strengthen  the  stability  and  security  of 
Southeast  Asia  which  until  now  has  been 
well-guarded.  Meanwhile,  the  second  alter- 
native is  that  the  conception  mentioned  ear- 
lier will  exactly  be  a  source  of  tension  which 
will  disturb  the  existing  stability  and  securi- 
ty. 


The  View  of  the  Southeast  Asian  States:  A 
Source  of  Worry 

The  real  implication  of  Japan's  defence 
conception  for  the  Southeast  Asian  countries 
is  the  rise  of  worry  and  suspicion  about  a 
possible  revival  of  former  Japanese  militar- 
ism. This  apprehension  and  suspicion  were 


One  can  say  that  at  present  the  Japanese  people 
cannot  yet  accept  Japan's  role  in  international  political 
activities,  particularly  those  related  to  military  affairs. 
If  the  Japanese  troops  should  at  least  be  allowed  by  the 
Japanese  people  to  perform  a  mission  abroad,  this 
would  be  accomplished  because  the  government  has 
asked  the  people  to  understand  that  these  troops  have  to 
do  their  international  duty  by  playing  a  role  in  interna- 
tional politics. 
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basically  not  only  expressed  by  Southeast 
Asians,  but  also  by  other  neighbouring  na- 
tions that  once  experienced  Japanese  aggres- 
sion, such  as  China,  North  and  South  Korea, 
and  Taiwan. 

The  apprehension  and  suspicion  may  be 
derived  from  this  question:  Will  Japan's 
military  equipments  be  used  in  their  country, 
at  least  to  guarantee  their  economic  inter- 

28 

est?  Those  countries  do  fully  realise  that 
Japan  will  not  exactly  repeat  its  actions  of 
the  past,  or  in  other  words,  Japan's  military 
equipments  and  troops  will  not  be  used  to 
reoccupy  or  recolonise  other  countries.  How- 

29 

ever,  as  Tatsumi  Okabe  put  it, 

"Revival  of  Japanese  militarism  means  ...  However, 
it  does  not  mean  the  exact  replica  of  pre-war  policies 
and  activities  in  a  dramatically  different  situation. 
In  operational  terms,  especially  with  reference  to 
Southeast  Asia,  a  revived  Japanese  militarism  would 
mean  such  activities  as:  occupation  of  territories; 
military  intervention  in  civil  wars  (Vietnam  type); 
large  scale  military  assistance  to  proxies  of  Japan; 
and  a  naval  and  convoys,  against  the  will  of  Ihe  na- 
tions concerned  (bold  types  by  the  author)." 

Once  more  it  should  be  underlined  that 
to  date  the  Southeast  Asian  countries,  as  is 
the  case  with  the  closest  neighbours  of 
Japan,  have  not  as  yet  been  able  to  accept 
Japan's  role  in  the  defence  field  that  exceeds 
the  portion  of  defence  for  that  country  itself. 
Japan's  defence  role  which  is  steadily  in- 
creasing will  always  be  suspected  as  the  re- 
vival of  Japanese  militarism  as  it  used  to  be 
before. 

28In  the  yearbook  issued  by  the  Japanese  Ministry  of 
Defence  in  1990  it  was  stated  that  the  detente  between 
the  two  superpowers  (America  and  the  Soviet  Union) 
means  that  the  confrontation  in  the  Third  World  will 
come  into  the  open  and  explode  into  a  real  crisis.  See: 
Asahi  Evening  News,  5  October  1990. 

29Tatsumi  Okabe,  Revival  of  Japanese  Militarism 
(Singapore:  Southeast  Asian  Studies,  1974),  1, 


Advantages  and  Disadvantages  of  Japan's 
Defence  Role  for  Southeast  Asia 

It  must  be  admitted  that  the  Southeast 
Asian  countries  are  viewing  Japan's  defence 
conception  as  something  negative  that  is 
associated  with  Japanese  remilitarisation. 
This  negative  view  is  based  on  their  bitter  ex- 
perience. Actually  if  these  countries  were 
willing  to  forget  their  gloomy  history  a  little 
bit  and  would  give  a  little  elbow-room  to 
Japan  to  participate  in  playing  a  role  in  the 
security  and  stability  of  Southeast  Asia, 
several  advantages  could  be  gained,  al- 
though these  advantages  are  not  free  from 
disadvantages. 

The  advantages  are  based  upon  the  pre- 
sent reality,  namely  the  decline  of  the  US  role 
in  safe-guarding  stability  and  security  in  the 
Asia-Pacific  region  in  general  and  Southeast 
Asia  in  particular.  The  United  States  has 
closed  down  its  two  bases  (Subic  and  Clark) 
in  the  Philippines  and  is  planning  a  large 
scale  withdrawal  of  the  troops  that  are  sta- 
tioned in  South  Korea  as  well  as  in  Japan,  in 
the  few  years  to  come. 

Japan  is  expected  by  the  USA  to  be  able 
to  relieve  the  latter  from  the  task  it  has 
assumed  until  now  as  a  guarantor  of  stability 
and  security  of  the  region.  This  expectation 
is  based  on  some  factors  possessed  by  Japan. 
Japan  supposedly  will  not  experience  finan- 
cial difficulties,  and  is  even  regarded  to  be 
very  capable  of  managing  things  financially; 
its  military  equipments  are  really  adequate; 
the  country  has  a  'sense  of  leadership' 
among  the  Asian  countries;  and  it  always 
synchronises  its  defence  policy  with  that  of 
the  USA. 

Aside  from  this,  for  the  Southeast  Asian 
states,  especially  the  ASEAN  countries,  if 
Japan  can  be  accepted  as  a  guarantor  of 
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their  region,  ZOPFAN  (Zone  of  Peace, 
Freedom  and  Neutrality)  will  become  even 
more  effective  in  its  enforcement.  This  will 
be  even  more  so  considering  that  Japan  since 
time  immemorial  has  applied  for  itself  the 
three  non-nuclear-principles.  This  situation 
cannot  possibly  be  realised,  if  it  is  the  USA 
that  acts  as  a  guarantor  of  security,  who 
views  nuclear  armament  as  a  necessity. 

If  Japan  is  indeed  being  prepared  by  the 
USA  and  the  country  itself  is  now  ready  to 
become  the  guarantor  of  stability  and  securi- 
ty of  Southeast  Asia,  the  question  arises: 
Can  the  majority  of  the  Southeast  Asian 
States  accept  Japan's  role?  It  is  very  likely 
that  the  answer  to  this  question  will  be  nega- 
tive. The  Southeast  Asian  States  cannot  as 
yet  accept  Japan  as  a  power  succeeding  the 
USA.  The  reason  for  this  is  that  Japan  has  a 
'defect'  in  its  history. 

Singapore,  for  instance,  has  indicated 
that  is  still  wants  the  presence  of  US  troops 
in  Southeast  Asia,  by  extending  a  docking 
facility  to  American  warships.  Indonesia 
once  proposed  to  have  Japan  not  exactly 
take  over  US  responsibility  in  Southeast 
Asia,  but  succeed  America  in  a  different 
form.  Indonesia  wishes  each  country  in 
Southeast  Asia  to  take  full  responsibility  for 
the  stability  and  security  in  this  region,  while 
Japan  will  aid  in  the  form  of  supplying  mili- 
tary equipment  and  technology  that  are 
needed. 

At  present  it  appears  that  the  Southeast 
Asian  states  are  still  maintaining  an  am- 
bivalent attitude  in  accepting  Japan's  role. 
On  the  one  hand,  Japan  is  regarded  as  the 
only  potential  state  to  replace  the  US  pre- 
sence in  Southeast  Asia.  In  this  context  a 
greater  role  of  Japan  in  the  defence  field  is 
very  much  expected.  But  at  the  same  time 
there  is  the  apprehensive  feeling  that  Japan 


will  abuse  this  opportunity  and  repeat  its  un- 
praiseworthy  attitude. 

Another  benefit  that  can  be  obtained 
from  Japan's  role  in  defence  is  the  fact  that 
this  country  can  become  a  power  balancing 
the  People's  Republic  of  China.  The  latter  is 
regarded  as  a  common  threat  in  the  Asia- 
Pacific  region,  where  there  is  not  even  one 
nation  able  to  balance  its  power.  In  such  a 
scenario  it  is  deemed  necessary  to  have 
another  power  emerge  that  will  be  able  to 
offset  China. 

Japan  is  a  nation  that  has  the  greatest 
potential  to  become  a  counter-power  to 
China,  on  the  grounds  that  it  is  only  Japan 
that  possesses  this  capacity,  so  that  it  may 
become  a  balancer  to  China's  power  in 
Southeast  Asia. 

But  this  does  not  mean  that  as  a  balancer, 
Japan's  presence  does  not  put  the  stability 
and  security  of  Southeast  Asia  at  stake.  The 
toll  that  has  to  be  paid  is  that  Japan  and 
China30  will  be  involved  in  an  arms  race  that 
in  turn  will  affect  tensions  in  Southeast  Asia. 
This  is  due  to  the  fact  that  if  Japan  keeps 
enhancing  and  increasing  its  defensive  force, 
this  will  invite  China  (or  North  Korea)  to 
continually  increase  its  military  capacity. 

Conclusion 

The  tendency  of  Japan's  defence  concep- 
tion in  the  future  will  increasingly  grow.  The 

30Shambaugh  said,  "In  the  long-term,  it  is  possible 
that  China  and  Japan  will  become  regional  rivals. 
Chinese  military  war-games  at  the  Academy  of  Military 
Science  in  Beijing  have,  for  at  least  five  years,  been  de- 
vising scenarios  for  countering  a  newly  assertive  Japan, 
and  no  doubt  Japan's  Self  Defense  Forces  are  equally 
concerned  about  a  resurgent  China."  See:  David  Sham- 
baugh,  "China's  Security  Policy  in  the  Post  Cold  War 
Era,"  Survival  (Summer,  1992):  97. 
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role  it  will  assume  will  also  steadily  increase 
which  has  never  been  contemplated  before. 

Today  Japan's  defence  conception  for 
the  Southeast  Asian  states  is  still  considered 
to  as  a  negative  factor.  This  attitude  derives 
from  the  experience  and  trauma  of  the 
Southeast  Asian  countries  who  went  through 
the  atrocities  and  baseness  of  the  Japanese 
army.  Therefore,  whatever  may  be  the  noble 
intention  of  Japan,  as  long  as  it  is  connected 
with  military  affairs,  it  will  be  a  source  of 
concern. 

To  a  certain  extent,  Japan's  defence  role 
may  bear  positive  fruits.  Of  course,  for 
Southeast  Asian  nations,  Japan  as  a  guar- 
antor of  stability  and  security  of  the  region 
has  to  be  in  a  form  which  is  not  equal  to  that 
of  the  USA.  How  the  ideal  form  is  for 
Japan's  role,  it  must  be  studied  accurately 
and  must  be  discussed  between  the  Southeast 
Asian  nations,  on  the  one  hand  and  Japan, 

31 

on  the  other. 

Besides,  a  greater  role  of  Japan's  defence 
has  to  be  attended  also  by  a  transparency  of 
the  orientation  of  Japan's  defence  concep- 
tion. This  is  to  be  performed  in  order  to 
eliminate  the  suspicion  of  the  Southeast 


In  this  connection  one  may  use  the  dialogue  Forum 
between  ASEAN  and  its  partner,  in  this  case  Japan. 


Asian  Nations  regarding  the  increase  of 
Japan's  power.  This  transparency  can  be 
realised  by  opening  dialogues  and  a  forum  of 
cooperation  for  the  security  of  Southeast 
Asian  Nations  with  Japan. 

On  the  other  hand,  Japan  must  also  give 
various  guarantees  to  reassure  the  Southeast 
Asian  Nations  that  its  greater  military  role, 
will  not  at  all  be  directed  against  them.  Some 
guarantees  given  by  Japan,  like  Article  9  of 
the  Constitution,  the  size  of  the  defence 
budget,  the  posture  of  the  Self  Defence 
Force  are  no  longer  acceptable.  The  South- 
east Asian  Nations  want  to  have  a  more 
legitimate  guarantee  that  Japan's  military 
role  will  be  oriented  merely  towards  interna- 
tional peace. 

As  for  the  Southeast  Asian  Nations,  in 
considering  the  acceptance  or  non-accep- 
tance of  Japan's  greater  defence  role,  they 
must  heed  a  "trade-off"  between  the  bene- 
fits to  be  obtained  and  disadvantages  to  be 
sustained.  If  the  benefits  to  be  obtained  will 
be  more  than  the  disadvantages  to  be  sus- 
tained, there  is  no  reason  for  the  Southeast 
Asian  Nations  not  to  accept  the  greater  role 
of  Japan's  defence.  But  if  the  contrary 
should  happen,  it  would  be  better  for  the 
Southeast  Asian  Nations  to  abandon  the 
idea  of  granting  a  greater  role  to  Japan's 
defence  power. 


The  Council  for  Security  Cooperation 
in  the  Asia  Pacific  (CSCAP) 


Desmond  Ball 


ON  8  June  1993,  at  a  meeting  in  Kuala 
Lumpur,  representatives  of  some 
two  dozen  research  institutes  from 
ten  countries  in  the  Asia/Pacific  region  for- 
mally agreed  to  establish  a  Council  for 
Security  Cooperation  in  the  Asia  Pacific 
(CSCAP).  This  initiative  has  been  described 
as  'the  most  ambitious  proposal  to  date  for  a 
regularised,  focused  and  inclusive  non- 
governmental process  on  Pacific*  security 
matters',1  and  as  'one  of  the  most  important 
developments  in  regional  security  since  the 
end  of  the  Cold  War'.2 

This  article  describes  the  background  to 
the  establishment  of  the  CSCAP,  outlines 
the  principal  functional  elements  and  objec- 
tives of  the  Council,  and  discusses  some  of 


'Paul  M.  Evans, '  "The  Council  for  Security  Coopera- 
tion in  Asia  Pacific:  Context  and  Prospects".  Paper 
presented  for  a  conference  on  Economic  and  Security 
Cooperation  in  the  Asia  Pacific:  Agendas  for  the  1990s, 
Canberra,  28-30  July  1993,  2. 

2See  Ian  McPhedran,  "Asia-Pacific  Body  Created  tq 
Formalise  Regional  Cooperation",  Canberra  Times,  17 
July  1993,  3. 


the  activities  in  which  it  is  likely  to  be  en- 
gaged over  the  next  couple  of  years. 

The  ending  of  the  Cold  War  and  the  fun- 
damental transformation  in  global  and  re- 
gional strategic  circumstances  ensuing  from 
the  elimination  of  the  superpower  competi- 
tion has  conduced  a  profound  re-evaluation 
of  security  arrangements  in  the  Asia/Pacific 
region.  On  the  one  hand,  regional  security 
analysts  and  policy-makers  are  having  to 
confront  a  plethora  of  new  and  generally 
more  demanding  regional  security  issues.  On 
the  other  hand,  there  has  been  an  evident 
lack  of  dialogue  fora  or  cooperative  security 
arrangements  in  the  region  which  could  be 
used  to  address  these  issues. 


Regional  Security  Concerns 

The  security  concerns  that  have  emerged 
since  the  end  of  the  Cold  War  are  not  dif- 
ficult to  identity.  Many  arise  from  the  uncer- 
tainty attendant  upon  the  extraordinary  rate 
and  extent  of  change  which  now  permeates 
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the  region.  Much  of  this  change  derives  from 
the  economic  dynamism  of  East  and,  to  a 
lesser  extent,  Southeast  Asia,  which  offers 
the  prospect  of  longer-term  stability  but 
which  is  also  somewhat  fragile,  being  depen- 
dent upon  long  and  vulnerable  sea  lanes  of 
communication  (SLOCs)  for  vital  energy  re- 
sources and  raw  materials  from  outside  the 
region,  and  which  generates  considerable  do- 
mestic Instabilities  as  traditional  modes  of 
production  and  social  relationships  are 
disturbed  and  transformed.  This  uncertainty 
is  compounded  by  the  decline  of  the  presence 
and  influence  of  the  former  superpowers  and 
the  transition  from  bipolarity  to  some  as  yet 
undefined  form  of  multipolarity.  In  parti- 
cular, there  is  a  general  apprehension 
throughout  the  region  concerning  the  pace, 
scope  and  extent  of  the  US  drawdown  and 
the  future  of  the  US  economic  and  strategic 
commitment  to  the  region.  For  regional 
planners,  the  establishment  of  some  mechan- 
ism or  variety  of  mechanisms  for  managing 
the  increasing  regional  uncertainty  is  a 
critical  requirement. 

One  of  the  more  unfortunate  conse- 
quences of  the  end  of  the  Cold  War  is  the 
likely  increase  in  regional  conflict.  Not  only 
has  the  salience  of  regional  conflict  been  en- 
hanced in  relative  terms  by  the  disappear- 
ance of  the  East-West  conflict,  but  the  end 
of  that  conflict  has  'removed  the  tempering 
mechanism'  that  often  served  to  keep  re- 
gional  tensions  under  control. 

In  East  and  Southeast  Asia,  there  re- 
mains much  fertile  ground  for  regional  con- 

3James  Clapper,  Director  of  the  Defense  Intelligence 
Agency  (DIA),  "Testimony  to  the  Senate  Armed  Ser- 
vices Committee,  22  January  1992",  in  Regional  Flash- 
points Potential  for  Military  Conflict  (Washington 
D.C.:  United  States  Information  Service,  24  January 
1992),  1-2. 


flict.  There  are  numerous  issues  of  simmer- 
ing and  potential  conflict  involving  com- 
peting sovereignty  claims,  challenges  to  gov- 
ernment legitimacy,  and  territorial  disputes. 

Most  of  these  issues  are  unlikely  to  lead 
to  inter-state  conflict.  Some  could  well  be  re- 
solved through  negotiation,  possibly  involv- 
ing the  institution  of  joint  surveillance  and 
development  zones  encompassing  the  areas 
of  disputation;  others  are  quiescent,  such  as 
the  Philippines'  claim  to  Sabah;  and  others 
will  remain  essentially  internal  matters,  such 
as  the  insurgency  movements  in  Indonesia 
and  the  Philippines.  Nevertheless,  all  of 
them  remain  sources  of  tension,  suspicion, 
and  misunderstanding,  which  could  be  alle- 
viated by  the  institution  of  mechanisms  for 
dialogue,  consultation  and  cooperation. 

Most  countries  in  East  and  Southeast 
Asia  are  energetically  modernising  their 
defence  capabilities.  The  Asian  share  of 
world  military  expenditure  has  doubled  over 
the  past  decade,  while  the  Asian  share  of 
world  expenditure  on  arms  transfers  has 
more  than  doubled.  It  is  likely  that  defence 
expenditures  in  the  region  will  reach  some 
$(US)130  billion  by  1995. 4 

There  are  several  important  features  of 
these  defence  modernisation  programmes. 
In  Southeast  Asia,  defence  forces  have  been 
restructured  from  counter-insurgency  capa- 
bilities to  modern,  high-technology  forces, 
with  increased,  emphasis  on  maritime 
(including  land-based  air)  capabilities.  Even 
in  South  Korea,  where  the  principal  military 
threat  is  a  land  offensive  across  the  Demili- 


4Desmond  Ball,  Trends  in  Military  Acquisitions  in 
the  Asia-Pacific  Region:  Implications  for  Security  and 
Prospects  for  Constraints  and  Controls,  Working  Paper 
No.  273  (Canberra:  Strategic  and  Defence  Studies  Cen- 
tre, Australian  National  University,  1993). 
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tarised  Zone  (DMZ)  by  the  North  Korean 
Army,  it  is  planned  to  allocate  some  60  per 
cent  of  the  (increasing)  defence  budget  over 
the  next  five  years  to  the  Air  Force  and 
Navy,  rather  than  '  the  usual  40  per  cent' .  In 
Japan,  the  Maritime  and  Air  Forces  ac- 
counted for  some  72.1  per  cent  (37.6  and 
34.5  per  cent  respectively)  of  the  procure- 
ment vote  for  the  three  Services  in  1992. 6 

Throughout  the  region,  there  is  a  signi- 
ficant degree  of  consistency  in  the  acquisi- 
tion programmes.  The  more  particular 
enhancements  include  national  command, 
control  and  communications  (C3)  systems; 
national  strategic  and  tactical  intelligence 
systems;  multi-role  fighter  aircraft,  with 
maritime  attack  capabilities  as  well  as  air- 
superiority  capabilities  (e.g.  F-16s  and 
F-18s);  maritime  surveillance  aircraft  (e.g. 
P-3s);  anti-ship  missiles  (e.g.  Harpoon  and 
Exocet);  modern  surface  combatants  -  des- 
troyers, frigates,  ocean  patrol  vessels;  sub- 
marines; electronic  warfare  (EW)  systems; 
and  rapid  deployment  forces. 

Several  aspects  of  the  current  acquisition 
programmes  are  disturbing.  To  begin  with, 
these  programmes  are  proceeding  in  an  at- 
mosphere of  uncertainty  and  some  lack  of 
trust.  Uncertainty  and  suspicion  is  fuelled  by 
a  relative  lack  of  transparency  in  the  region 
with  respect  to  the  long-range  objectives  and 
motivations  behind  the  current  acquisition 
programmes  as  well  as  the  particular  force 
element  of  these  programmes.  Tensions  are 
already  being  induced  in  the  region  by  at- 
tempts by  some  countries  to  discern  the  pur- 
poses and  intentions  of  their  neighbours. 

5"Bigger  Role  for  Forces",  Jane's  Defence  Weekly, 
8  August  1992,  22. 

^ensuke  Abata,  "JDA  Spends  Less  Yen  on  More 
Contracts",  Jane 's  Defence  Weekly,  8  May  1993,  15. 


In  addition  to  the  absence  of  transparen- 
cy, misunderstanding  is  also  caused  by  the 
lack  of  any  common  threat  perceptions 
throughout  the  region.  Some  countries  are 
more  concerned  than  others  about  India's 
power  projection  capabilities,  some  are  more 
concerned  about  the  increasing  Chinese 
capabilities,  and  some  are  more  worried 
about  the  plans  and  intentions  of  their 
nearer  neighbours.  Justifications  for  parti- 
cular acquisitions,  no  matter  how  well  arti- 
culated, might  simply  not  ring  true  in  these 
circumstances  --  leading  to  misunderstand- 
ings and  unanticipated  and  unfortunate  re- 
actions. 

The  'offensive'  character  of  some  of  the 
new  weapons  systems  being  acquired  is  also 
cause  for  concern.  Many  of  the  new  acquisi- 
tions (such  as  the  maritime  attack  aircraft, 
modern  surface  combatants,  and  subma- 
rines, all  equipped  with  anti-ship  missiles)  in- 
volve strike  capabilities  with  offensive  con- 
notations. Unfortunately,  for  many  coun- 
tries,  they  provide  the  most  cost-effective 
basis  for  self-reliance;  in  some  cases,  such  as 
that  of  Australia,  a  viable  posture  of  self- 
reliance  would  not  be  possible  without  some 
minimal  strike  capabilities.  Yet  these  capa- 
bilities are  the  most  likely  to  generate 
counter-acquisitions.  In  these  circumstances, 
it  is  imperative  that  regional  mechanisms  be 
established  to  reduce  the  prospects  of  the 
various  defence  modernisation  programmes 
degenerating  into  a  regional  arms  race. 

Maritime  issues  are  at  the  forefront  of 

n 

current  regional  security  concerns.  The 

7See  Desmond  Ball,  "The  Post  Cold  War  Maritime 
Strategic  Environment  in  East  Asia".  Paper  prepared 
for  a  Conference  on  Maritime  Power  in  the  China  Seas: 
Capabilities  and  Rationale,  jointly  organised  by  the 
Australian  Institute  of  International  Affairs  (AHA),  the 
Australian  Defence  Studies  Centre  and  the  RAN  Mari- 
time Studies  Program,  Canberra,  7  May  1993. 
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1982  UN  Convention  on  the  Law  of  the  Sea 
(UNCLOS  III)  has  introduced  new  uncer- 
tainties into  the  region,  particularly  in  con- 
nection with  the  EEZ  and  archipelagic  state 
regimes.  Of  the  two  dozen  or  so  conflict 
points  in  the  region,  about  a  third  involve 
disputes  over  islands,  continental  shelf 
claims,  EEZ  boundaries  and  other  offshore 
issues.  Many  emerging  regional  security  con- 
cerns, such  as  piracy,  pollution  from  oil 
spills,  safety  of  SLOCs,  illegal  fishing  and 
exploitation  of  other  offshore  resources,  and 
other  important  elements  of  economic  secu- 
rity are  essentially  maritime.  These  concerns, 
together  with  the  requirements  for  defence 
self-reliance  and  force  modernisation,  are 
reflected  in  the  significant  maritime  dimen- 
sion of  the  current  arms  acquisition  pro- 
grammes in  the  region  -  e.g.,  the  maritime 
surveillance  and  intelligence  collection  sys- 
tems, multi-role  fighter  aircraft  with  mari- 
time attack  capabilities,  modern  surface 
combatants,  submarines,  anti-ship  missiles, 
naval  electronic  warfare  systems,  and  mine 
warfare  capabilities.  Unfortunately,  some  of 
these  new  capabilities  tend  to  be  more  offen- 
sive, inflammatory  and,  in  conflict  situa- 
tions, potentially  prone  to  the  possibilities  of 
inadvertent  escalation.  It  is  therefore  impor- 
tant that  regional  mechanisms  be  instituted 
to  address  these  maritime  issues. 

Proposals  for  Confidence  Building 
and  Security  Cooperation  in  the 
Asia/Pacific  Region 

In  the  few  years  from  the  late  1980s 
through  the  early  1990s,  as  the  nature  of 
post-Cold  War  security  concerns  in  the  re- 
gion became  apparent,  both  government  of- 
ficials and  non-governmental  analysts  prof- 
fered more  than  a  score  of  proposals  for 


confidence  and  security  building  measures 
(CSBMs)  for  the  region.8  Some  of  these  pro- 
posals, such  as  the  concept  of  a  Conference 
on  Security  and  Cooperation  in  Asia 
(CSCA),  proposed  by  the  Australian  Foreign 
Minister,  Gareth  Evans,  in  July  1990,  were 
very  ambitious  and  over-arching;9  others, 
such  as  mechanisms  for  enhancing  trans- 
parency (including  the  establishment  of  a  Re- 
gional Arms  Register)  and  a  Regional  Mari- 
time Surveillance  and  Safety  Regime 
(REMARSSAR)  were  designed  to  address 
more  particular  concerns.  Some  of  the  pro- 
posals are  much  more  practical  than  others; 
some  are  simply  unrealistic  in  terms  of  of- 
ficial acceptance  or  meaningful  implementa- 
tion across  the  region. 

It  soon  became  apparent  that  the  most 
fundamental  building  block  for  regional 
security  cooperation  and  confidence- 
building  is  the  institutionalisation  of  regional 
security  dialogue.  Such  dialogue  should  lead 
to  better  appreciation  of  the  concerns,  in- 
terests and  perceptions  of  the  participating 
countries,  enhancing  mutual  understanding 
and  trust,  and  preventing  misunderstandings 
and  suspicions  likely  to  cause  tensions  and 
even  conflict.  More  generally,  institutional- 
ised dialogue  would  serve  as  a  mechanism 
for  managing  some  of  the  uncertainty  which 
presently  confounds  regional  security  plan- 
ners and  analysts. 


8See  Desmond  Ball,  "The  Most  Promising  CSBMs 
for  the  Asia/Pacific  Region".  Paper  prepared  for  a 
conference  on  The  Asia-Pacific  Region:  Links  Between 
Economic  and  Security  Relations,  organised  by  the  In- 
stitute on  Global  Conflict  and  Cooperation  (IGCC), 
University  of  California,  San  Diego,  13-15  May  1993, 
3-4. 

9Gareth  Evans,  "What  Asia  Needs  is  A  Europe- 
Style  CSCA",  International  Herald  Tribune,  27  July 
1990,  6. 
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There  have  been  some  very  significant 
developments  in  this  area  over  the  past  few 
years.  The  most  important  of  these  is  the 
ASEAN  Post-Ministerial  Conference  (PMC) 
process.  In  1990,  the  notion  of  using  the 
PMCs  of  the  meetings  of  the  ASEAN  For- 
eign Ministers  as  a  forum  for  regional  securi- 
ty dialogue  was  informally  raised  within  the 
ASEAN  Institutes  of  Strategic  and  Interna- 
tional Studies.  The  essence  of  the  notion  was 
that  the  ASEAN  PMC  was  already  a  well- 
established  mechanism  for  bringing  together 
the  six  nations  of  ASEAN  and  their  'dia- 
logue partners',  and  that  it  was  practicable 
to  extend  it  in  membership  to  include  other 
Asia/Pacific  countries  and  in  agenda  to  in- 
clude regional  political/security  issues.  In 
June  1991,  the  ASEAN  Institutes  recom- 
mended to  their  governments  that  they  move 
to  effect  this  proposal.10  The  proposal  was 
discussed  by  the  ASEAN  Ministers  at  the 
Twenty-fourth  ASEAN  Ministerial  Meeting 
in  Kuala  Lumpur  on  19-20  July  1991,  who 
stated  in  a  Joint  Communique  issued  on  20 
July  that  the  ASEAN  PMC  was  an  'appro- 
priate base'  for  addressing  regional  peace 
and  security  issues.11  This  was  endorsed  at 
the  Fourth  ASEAN  Summit  in  Singapore  in 
January  1992.  The  first  discussions  on  re- 
gional security  took  place  at  the  Twenty- 
fifth  ASEAN  Ministerial  Meeting  in  Manila 
in  July  1992.  This  meeting  produced  (for  ex- 
ample) 'a  Declaration  on  the  South  China 
Sea  that  helped  define  some  of  the  principles 
for  a  peaceful  resolution  to  complex  ter- 
ritorial, issues  like  the  Spratlys'.12 

I0ASEAN  Institutes  of  Strategic  and  International 
Studies,  A  Time  for  Initiative:  Proposals  for  the  Con- 
sideration of  the  Fourth  ASEAN  Summit,  4  June  1991, 
4-5. 

11 Joint  Communique  of  the  Twenty  Fourth  ASEAN 
Ministerial  Meeting,  Kuala  Lumpur,  19-20  July  1991,  5. 

12Goh  Chok  Tong,  Prime  Minister  of  Singapore, 


Several  attendant  developments  have 
worked  to  transform  the  ASEAN  PMC  pro- 
cess into  an  institutionalised  regional  securi- 
ty dialogue  mechanism.  To  begin  with,  the 
PMC  arrangements  have  become  much  more 
multilateralised  --  in  membership,  to  include 
the  so-called  'non-like-minded'  (China, 
Russia,  Vietnam  and  Laos);  and  in  agenda 
preparation,  to  broaden  the  purview  beyond 
essentially  ASEAN  concerns.  It  was  agreed 
at  the  Twenty-sixth  ASEAN  Ministerial 
Meeting  in  Singapore  on  23-24  July  1993 
that  henceforth  the  security  component  of 
the  PMC  dialogue  would  be  known  as  the 
Regional  Forum,  with  eighteen  members  - 
the  six  ASEAN  countries  (Malaysia,  Indone- 
sia, Thailand,  Singapore,  the  Philippines 
and  Brunei),  their  seven  major  trading  part- 
ners (the  United  States,  Japan,  Canada, 
South  Korea,  Australia,  New  Zealand  and 
the  European  Community),  and  the  five 
'guests'  and  'observers'  at  the  ASEAN 
meeting  (Russia,  China,  Vietnam,  Laos  and 
Papua  New  Guinea).13  In  addition,  it  has 
been  recognised  that  the  PMC  process  must 
be  supported  by  the  development  of  some  in- 
stitutionalised infrastructured  at  both  the  of- 
ficial and  non-governmental  levels.  This  de- 
velopment is  also  now  underway  at  the  of- 
ficial level.  In  June  1991,  the  ASEAN  In- 
stitutes of  Strategic  and  International  Stud- 
ies proposed  that  there  be  instituted  a  'senior 
officials  meeting  (SOM)  made  up  of  senior 
officials  of  the  ASEAN  states  and  the  dia- 
logue partners'  to  support  the  ASEAN  PMC 
process  (e.g.  with  respect  to  the  preparation 

"ASEAN  Cooperation  in  the  1990s".  Opening  Address 
at  the  25th  ASEAN  Ministerial  Meeting,  Singapore,  23 
July  1993,  25,  26. 

l3"Ministers  Endorse  Security  Forum",  Canberra 
Times,  24  July  1993,  7;  and  Michael  Vatikiotis,  "Un- 
charted Waters",  Far  Eastern  Economic  Review,  5 
August  1993,  10-11. 
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of  agenda  and  meeting  arrangements).  The 
first  of  the  SOMs  was  held  in  Singapore  in 
May  1993,  and  included  discussion  of  pro- 
posed multilateral  approaches  to  regional 
peace  and  security.15 

The  'Second  Track'  Process 

At  the  same  time  as  the  ASEAN  PMC 
process  developed  into  a  more  fully  multi- 
lateralised  and  institutionalised  Regional 
Security  Forum,  there  has  been  a  burgeoning 
of  non-governmental  activities  and  institu- 
tional linkages,  now  generally  referred  to  as 
the  'second  track'  process.  According  to  a 
recent  compilation,  these  second  track 
meetings  now  exceed  three  per  month.16 
Some  of  these  are  small  workshops,  some- 
times involving  less  than  two  dozen  partici- 
pants, and  designed  to  address  specific  issues 
(such  as  security  of  the  sealanes  through  the 


ASEAN  Institutes  of  Strategic  and  International 
Studies,  A  Time  for  Initiative:  Proposals  for  the  Con- 
sideration of  the  Fourth  ASEAN  Summit,  4  June  1991, 
5.  For  further  discussion  of  the  role  of  SOMs,  see  His 
Excellency  Dr  Taro  Nakayama,  Minister  for  Foreign 
Affairs  of  Japan,  "Statement  to  the  General  Session  of 
the  ASEAN  Post  Ministerial  Conference",  Kuala  Lum- 
pur, Malaysia,  22  July  1991, 12-13;  and  Jusuf  Wanandi, 
"Developments  in  the  Asia-Pacific  Region".  Paper  pre- 
pared for  a  symposium  on  The  Changing  Asia-Pacific 
Scene  in  the  1990s:  Security,  Cooperation  and  Develop- 
ment, China  Center  for  International  Studies,  Beijing, 
10-12  August  1991,  27. 

15Peter  Gill,  "US  Takes  New  Line  on  Regional 
Security",  Australian  Financial  Review  (2  March  1993): 
12. 

16See  Regional  Security  Dialogue:  A  Calender  of 
Asia  Pacific  Events.  Prepared  jointly  by  the  Regional 
Security  Section,  Department  of  Foreign  Affairs  and 
Trade,  Canberra,  and  the  Strategic  and  Defence  Studies 
Centre,  Australian  National  University,  Canberra,  July 
1993. 


region  or  territorial  disputes  in  the  South 
China  Sea).  The  largest  and  most  inclusive  is 
the  annual  Asia-Pacific  Roundtable,  now  or- 
ganised by  the  ASEAN  Institutes  of  Strategic 
and  International  Studies  (ASEAN  ISIS), 
which  involves  several  hundred  participants 
from  some  two  dozen  countries  —  i.e.,  in  ad- 
dition to  the  eighteen  members  of  the  Re- 
gional Security  Forum  of  the  ASEAN  PMC, 
Cambodia,  Taiwan  (Chinese  Taipeh),  North 
Korea,  Mongolia,  Myanmar  and  Fiji.  As 
would  be  noted  from  the  previous  section, 
the  ASEAN  ISIS  association  is  central  to 
much  of  the  networking  and  discourse  with 
respect  to  security  cooperation  in  the  region. 

In  1991,  four  institutions  in  the  region, 
namely  the  ASEAN  ISIS,  the  Pacific  Forum 
in  Honolulu,  the  Seoul  Forum  for  Interna- 
tional Affairs,  and  the  Japan  Institute  of  In- 
ternational Affairs  (JIIA)  in  Tokyo,  together 
with  representatives  of  other  research  in- 
stitutes from  the  region,  began  a  two-year 
project  on  Security  Cooperation  in  the  Asia 
Pacific  (SCAP).  One  of  the  first  products  of 
this  project  was  PACNET,  which  is  a  fax 
network  organised  by  Pacific  Forum  in 
Honolulu,  linking  more  than  a  score  of  re- 
search institutes  in  Japan,  South  Korea, 
China,  the  Philippines,  Malaysia,  Singa- 
pore, Thailand,  Indonesia,  Australia  and  the 
United  States,  and  which  is  designed  to 
enhance  and  institutionalise  dialogue  and  ex- 
change of  information  within  the  network  of 
strategic  studies  institutes  in  the  region. 

In  1991-1992,  the  core  institutions  of  this 
group  organised  a  series  of  conference  on 
Security  Cooperation  in  the  Asia  Pacific 
(SCAP)  ~  first  in  Honolulu  (29-30  October 
1991),  second  in  Bali  (17-19  April  1992),  and 
third  in  Seoul  (1-3  November  1992).  Parti- 
cipants from  seventeen  countries,  including 
scholars  as  well  as  officials  acting  in  their 
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private  capacities,  took  part  in  these 
meetings.  The  discussions  at  these  meetings 
clearly  showed  the  need  for  more  structured 
processes  for  regional  confidence  building 
and  security  cooperation. 

The  Council  for  Security  Coopera- 
tion in  the  Asia  Pacific  (CSCAP) 

The  concept  of  a  Council  for  Security 
Cooperation  in  the  Asia  Pacific  (CSCAP) 
was  first  articulated  at  the  Seoul  meeting  on 
1-3  November  1992.  The  critical  achieve- 
ment of  the  Seoul  meeting  was  the  agreement 
to  establish  the  Council  in  order  to  provide 
'a  more  structured  regional  process  of  a  non- 
governmental nature  ...  to  contribute  to  the 
efforts  towards  regional  confidence  building 
and  enhancing  regional  security  through  dia- 
logues, consultation  and  cooperation'.1 

Three  essential  themes  permeated  the  dis- 
cussions at  the  Seoul  meeting.  The  first  was 
that  the  Council  should  be  a  non-govern- 
mental institution  but  that  it  should  involve 
government  officials,  albeit  in  their  private 
capacities.  Although  it  was  considered  essen- 
tial that  the  institution  be  independent  from 
official  control  in  order  to  take  full  advan- 
tage of  the  extraordinary  vitality  and  fecun- 
dity of  non-governmental  organisations 
(NGOs)  engaged  in  the  second  track  process, 
as  well  as  to  allow  relatively  free  discussion 
of  diplomatically  sensitive  issues  that  could 
not  be  brought  up  in  official  fora,  it  was  also 
recognised  that  official  involvement  was 
necessary  in  order  to  attract  government  re- 
sources and  to  ensure  that  the  value  and 


17Desmond  Ball,  Richard  L.  Gran  and  Jusuf  Wa- 
nandi,  Security  Cooperation  in  the  Asia-Pacific  Region 
(Colorado:  Westview  Press,  Boulder,  1993). 


practicability  of  the  NGO  efforts  secured  of- 
ficial appreciation.  In  other  words,  the  pros- 
pects for  implementation  should  count  for  as- 
much  as  the  intrinsic  worth  of  any  ideas 
generated  in  the  second  track  process.  It  was 
considered  important  that  the  official  in- 
volvement include  senior  military  personnel 
as  well  as  defence  civilians  and  foreign  af- 
fairs officers. 

The  second  theme  derived  from  the  ex- 
perience of  NGOs  such  as  the  Pacific  Trade 
and  Development  Conference  (PAFTAD) 
and  the  Pacific  Economic  Cooperation  Con- 
ference (PECC)  in  the  promotion  of  Asia/ 
Pacific  economic  cooperation  through  the 
1970s  and  1980s.  These  NGOs  have  con- 
tributed to  the  regional  economic  coopera- 
tion process  in  several  important  ways.  They 
have,  to  begin  with,  developed  and  dissemi- 
nated the  ideas  and  stimulated  the  discussion 
that  engendered  the  process.  They  have  con- 
ducted the  technical  economic  studies  and 
analyses  which  showed  the  benefits  of  liber- 
alisation of  trade  in  the  region,  either 
through  formal  free  trade  arrangements  or, 
more  recently,  the  concept  of  'open  regional- 
ism'. They  have  demonstrated  to  govern- 
ment officials  that  meaningful  and  produc- 
tive dialogue  on  complex  and  important 
policy  matters  is  possible  notwithstanding 
the  extraordinary  disparity  in  the  sizes  and 
interests  of  the  numerous  parties  involved. 
Indeed,  some  of  them,  and  most  especially 
the  PECC,  have  explicitly  been  structured  to 
involve  officials  themselves  in  this  dialogue 
~  albeit  in  their  'unofficial'  capacities. 
PECC  has  even  engaged  in  negotiation  with 
respect  to  the  resolution  of  differences  be- 
tween states  which  have  arisen  during  the 
dialogue  process.  By  providing  forums  for 
official  but  'unofficial'  dialogue,  the  NGOs 
have  contributed  to  greater  official  inter- 
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action  and  enhanced  mutual  confidence,  as 
well  as  providing  a  sound  'building  block' 
for  supporting  cooperative  arrangements  at 
the  governmental  level  itself. 

Many  of  the  participants  in  the  Seoul 
meeting  were  also  actively  involved  in  the 
PAFTAD  and  PECC  processes.  Indeed, 
several  of  the  institutions  represented  in 
Seoul  were  also  the  coordinators  of  their  na- 
tional PECC  committees.  In  a  sense, 
CSCAP  was  loosely  modelled  on  the  PECC 
experience  and  practice.  It  was  intended  that 
CSCAP  should  support  official  fora  con- 
cerned with  regional  security  dialogue  and 
cooperation,  such  as  the  ASEAN  PMC  and 
the  SOMs,  in  much  the  same  way  that  PECC 
supports  the  Asia  Pacific  Economic  Coope- 
ration (APEC)  process.  More  particularly, 
the  establishment  of  national  committees 
and  working  groups  agreed  in  Seoul  closely 
reflected  those  established  in  the  PECC  pro- 
gramme in  terms  of  their  general  rationales 
and  operational  acitivities. 

The  third  theme  in  the  Seoul  discussions 
was  the  acceptance  of  the  need  to  build  on 
extant  arrangements  in  the  region  wherever 
possible  rather  than  construct  new  structures 
and  processes.  In  practice,  this  meant  build- 
ing upon  the  arrangements  and  processes  de- 
veloped by  the  ASIAN  ISIS  association,  and 
particularly  ISIS  Malaysia,  which  are  the 
most  advanced  in  the  region  in  terms  of  both 
their  infrastructure  and  their  cooperative  ar- 
rangements and  practices. 

Over  the  next  several  months,  the  task  of 
the  CSCAP  Steering  Committee  established 
in  Seoul  was  essentially  two- fold :  first,  to  en- 
sure that  the  official  communities  in  the 
various  countries  represented  in  the  CSCAP 
process  would  react  positively  to  the  initia- 
tive and  be  prepared  to  become  actively  in- 
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volved  in  the  activities  of  the  Council;  and, 
second,  to  reach  agreement  with  ISIS  Malay- 
sia on  the  provision  of  secretariat  services 
for  the  Council  in  Kuala  Lumpur  and  for  the 
use  of  the  annual  Asia-Pacific  Roundtable  in 
Kuala  Lumpur  by  CSCAP  for  its  annual 
meeting. 

Final  agreement  on  the  establishment  of 
CSCAP  was  reached  at  a  meeting  of  the 
Steering  Committee  on  8  June  1993,  during 
the  Seventh  Roundtable,  and  announced  at 
the  conclusion  of  that  Roundtable  on  9 
June.18  It  was  agreed  that  the  activities  of 
the  Council  would  be  guided  by  the  Steering 
Committee  which  would  consist,  at  least  ini- 
tially, of  representatives  of  the  ten  founding 
NGOs  -  the  Strategic  and  Defence  Studies 
Centre  at  the  Australian  National  Universi- 
ty, Australia;  the  University  of  Toronto- 
York  University  Joint  Center  for  Asia  Pa- 
cific Studies,  Canada;  the  Centre  for  Stra- 
tegic and  International  Studies  (CSIS),  Indo- 
nesia; the  Japan  Institute  of  International 
Affairs  (JIIA),  Japan;  the  Seoul  Forum  for 
International  Affairs,  Republic  of  Korea; 
the  Institute  of  Strategic  and  International 
Studies  (ISIS),  Malaysia;  the  Institute  for 
Strategic  and  Development  Studies,  Philip- 
pines; the  Singapore  Institute  of  Interna- 
tional Affairs  (SUA),  Singapore;  the  Insti- 
tute for  Security  and  International  Studies 
(ISIS),  Thailand;  and  the  Pacific  Forum/ 
CSIS  in  the  United  States. 

Initially,  the  CSCAP  Steering  Committee 
is  being  co-chaired  by  Amos  Jordan  (Pacific 

18See  Michael  Richardson,  "Old  Asia  Adversaries 
Build  Bridges",  International  Herald  Tribune,  10  June 
1993,  2.  The  full  text  of  the  statement  on  "Establish- 
ment of  the  Council  for  Security  Cooperation  in  the 
Asia  Pacific  (CSCAP)",  as  agreed  on  8  June  1993,  is 
published  in  the  SDSC  Newsletter  (Canberra:  Strategic 
and  Defence  Studies  Centre,  Australian  National  Uni- 
versity, June  1993). 
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Forum/CSIS)  and  Jusuf  Wanandi  (CSIS  Ja- 
karta). ISIS  Malaysia  accepted  the  responsi- 
bility for  providing  the  Secretariat  for  the 
first  two  years.  The  meeting  on  8  June  also 
agreed  to  the  establishment  of  four  CSCAP 
Sub-committees:  (i)  By-laws,  chaired  by  the 
Institute  for  Strategic  and  Development 
Studies  (ISDS)  at  the  University  of  the  Phi- 
lippines; (ii)  Finances,  chaired  by  the  Japan 
Institute  of  International  Affairs  (JIIA)  in 
Tokyo;  (hi)  Membership,  chaired  by  the 
Singapore  Institute  for  International  Affairs 
(SUA)  in  Singapore;  and  (iv)  Working 
Groups,  chaired  by  the  Strategic  and  De- 
fence Studies  Centre  in  Canberra.  These  sub- 
committees are  charged  with  the  preparation 
of  a  series  of  formal  recommendations  for 
consideration  at  the  next  CSCAP  meeting  to 
be  held  in  Indonesia  in  December  1993. 


Activities  Over  the  Near-Term 

The  agenda  for  those  engaged  in  the 
CSCAP  process  over  the  next  year  or  so  in- 
cludes four  principal  tasks.  The  first  con- 
cerns membership.  The  CSCAP  is  open  to 
all  countries  and  territories  in  the  region,  but 
several  countries  have  yet  to  become  in- 
volved in  the  process.  In  most  cases,  inclu- 
sion should  present  no  problems.  For  exam- 
ple, New  Zealand  is  currently  establishing  a 
strategic  studies  centre  with  the  specific  ob- 
jective of  engaging  in  second  track  regional 
security  acitivities,19  and  early  accession  by 
New  Zealand  to  the  CSCAP  is  anticipated. 
On  the  other  hand,  inclusion  of  the  so-called 
'non- like- minded'  (e.g.  Mongolia,  North 
Korea,  Vietnam  and  Laos)  may  take  more 


!9Simon  Kilroy,  "New  Centre  Will  Work  on  Asia- 
Pacific  Security",  The  Dominion  (Wellington,  12 
August  1993),  2. 


time  to  effect.  The  most  difficult  member- 
ship issue  will  involve  mainland  China  and 
Taiwan.  It  is  imperative  that  both  be  in- 
cluded, and  the  terminology  of  'countries 
and  territories'  in  the  CSCAP  founding 
statement  is  intended  to  soften  the  issue,  but 
the  process  will  undoubtedly  not  be  easy. 

The  second  task  involves  the  establish- 
ment of  'broad-based'  committees  in  each 
member  country  or  territory,  which  'should 
include  government  officials  in  their  private 

20 

capacities'.  Some  countries  already  have 
organisations  which  essentially  satisfy  the  in- 
tentions of  the  CSCAP  Steering  Committee. 
For  example,  South  Korea  has  the  Seoul 
Forum  for  International  Affairs,  which  was 
established  in  1986  and  which  includes  repre- 
sentatives from  academic  institutions,  gov- 
ernment and  the  business  sector.  In  Canada, 
a  consortium  of  research  institutes  with  an 
interest  in  Asia/Pacific  security  issues  has 
been  formed  which  is  intended  to  provide  the 
foundation  for  a  national  committee.21  In 
Australia,  the  establishment  of  a  committee 
including  some  half  dozen  academics  from 
various  research  institutions  and  an  equiva- 
lent number  of  officials  (including  a  senior 
military  officer),  as  well  as  parliamentarians, 
is  currently  underway. 

The  third  task  involves  the  establishment 
of  the  initial  CSCAP  Working  Groups, 
which  'will  be  given  the  tasks  of  undertaking 
policy-oriented  studies  on  specific  regional 
political-security  problems'.22  Membership 
of  these  Working  Groups,  which  are  en- 


20" Establishment  of  the  Council  for  Security  Coop- 
eration in  the  Asia  Pacific  (CSCAP)'*,  8  June  1993. 

21  Paul  Evans,  "The  Council  for  Security  Coopera- 
tion in  Asia  Pacific:  Context  and  Prospects",  9. 

22,1  Establishment  of  the  Council  for  Security  Coop- 
eration in  the  Asia  Pacific  (CSCAP)",  8.  June  1993. 
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visaged  to  be  the  primary  mechanism  for 
CSCAP  activity,  will  be  open  to  those  coun- 
tries, institutions  or  individuals  who  wish  to 
participate  and  are  willing  to  make  a  con- 
tribution to  their  operation.  At  the  meeting 
in  Seoul  in  November  1992,  it  was  proposed 
that  the  first  two  of  the  Working  Groups 
should  examine:  (i)  maritime  cooperation  in 
the  Asia/Pacific  region;  and  (ii)  the  enhance- 
ment of  security  cooperation  in  the  North 
Pacific.  In  his  opening  address  at  the 
Seventh  Asia-Pacific  Roundtable  in  Kuala 
Lumpur  on  7  June  1993,  the  Malaysian 
Minister  of  Foreign  Affairs,  Datuk  Ab- 
dullah Ahmad  Badawi,  suggested  that  the 
Roundtable  establish  a  'study  group'  to  ex- 
amine the  issues  involved  in  the  concept  of 
comprehensive  security,  and  'how  best  they 
should  be  understood  and  managed  ...  both 
now  and  in  the  future'.23  This  would  be  an 
appropriate  subject  for  a  third  Working 
Group. 

The  fourth  task,  which  is  perhaps  the 
most  complex,  involves  consideration  of  the 
relationship  between  the  CSCAP  and  of- 
ficial fora  such  as  the  ASEAN  PMC  Re- 
gional Forum.  In  the  case  of  regional  eco- 
nomic cooperation  processes,  'a  critical  de- 
velopment has  been  the  strong  links  that 
have  emerged  betwen  the  PECC  and  the 
Asia  Pacific  Economic  Cooperation  (APEC) 
process'.24  In  November  1989,  APEC  in- 
vited PECC  to  cooperate  with  its  policy- 
making process,  and  'PECC  is  now  pro- 


aDatuk  Abdullah  Ahmad  Badawi,  Opening  Ad- 
dress at  the  Seventh  Asia-Pacific  Roundtable  on  Con- 
fidence Building  and  Conflict  Reduction  in  the  Pacific, 
Kuala  Lumpur,  7  June  1993,  7. 

24 Australian  Pacific  Economic  Cooperation  Com- 
mittee, 5th  Report  to  the  Australian  Government, 
1991,  i. 
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viding  essential  input  into  many  of  APEC's 
work  projects'.25 

The  ASEAN  ISIS,  which  comprises  half 
of  the  initial  members  of  CSCAP,  is  re- 
gistered with  ASEAN,  and  since  1991  has 
provided  support  to  the  ASEAN  Ministerial 
Meetings,  the  ASEAN  PMC  and  the 
ASEAN  senior  official  meetings  in  terms  of 
both  the  generation  of  ideas  and  the  provi- 
sion of  research  and  studies  on  regional 
security  matters.26  Jusuf  Wanandi,  who  is 
foundation  co-chairperson  of  CSCAP  and 
who  was  one  of  the  principal  proponents  of 
both  the  establishment  of  the  ASEAN  PMC 
SOMs  and  the  notion  of  using  the  PMC  as  a 
regional  security  forum,  has  said  that  the 
CSCAP  'would  support  the  work'  of  the 
ASEAN  PMC  SOMs.27  However,  the  mech- 
anisms and  arrangements  whereby  the 
CSCAP  will  support  the  PMC  processes 
have  yet  to  be  determined. 


Conclusions 

The  establishment  of  CSCAP  is  one  of 
the  most  important  milestones  in  the  devel- 
opment of  institutionalised  dialogue,  consul- 
tation and  cooperation  concerning  security 
matters  in  the  Asia/Pacific  region  since  the 
end  of  the  Cold  War.  It  is  designed  not  only 
to  link  and  focus  the  research  activities  of 
non-governmental  organisations  devoted  to 
work  on  security  matters  across  the  whole  of 
the  Asia/Pacific  region,  but  also  to  provide 

25Ibid.,  i,  10-12. 

26ASEAN  Institutes  of  Strategic  and  International 
Studies,  A  Time  for  Initiative:  Proposals  for  the  Con- 
sideration of  the  Fourth  ASEAN  Summit,  4  June  1991. 

27Cited  in  Michael  Richardson,  "Old  Asia  Adver- 
saries Build  Bridges",  International  Herald  Tribune,  10 
June  1993,  2. 
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a  mechanism  for  linkage  and  mutual  support 
between  the  second  track  and  official  re- 
gional security  cooperation  processes.  It  re- 
presents a  major  achievement  in  the  develop- 
ment of  multilateralism  in  the  region. 

Expectations  concerning  the  prospects 
for  CSCAP  must  be  modest.  It  has  taken 
some  three  years  of  discussion  of  regional 
security  cooperation  to  get  this  far,  and 
some  difficult  issues  are  still  to  be  faced 
~  such  as  the  incorporation  of  China  (and 
Taiwan)  into  the  CSCAP  process,  and  the 
determination  of  subjects  and  terms  of  re- 


ferences for  the  Working  Groups.  On  the 
other  hand,  the  second  track  process  has 
now  acquired  considerable  momentum,  and 
the  establishment  of  national  committees 
will  provide  further  focus,  coherence  and 
impetus.  Moreover,  the  security  concerns 
that  have  conduced  the  interest  in  regional 
security  cooperation  are  likely  to  intensify 
rather  than  enervate.  In  the  end,  the  success 
of  CSCAP  will  be  determined  by  the  extent 
to  which  the  dialogue,  consultation  and 
cooperation  which  it  engenders  is  able  to  ad- 
dress in  some  practical  fashion  the  emergent 
security  concerns  in  this  region. 


Book  Review 


In  Search  for  an  Indonesian  Middle  Class 


The  Politics  of  Middle  Class  Indonesia  [Po- 
litik  Kelas  Menengah  Indonesia],  ed.  Ri- 
chard Tanter  and  Kenneth  Young.  Jakarta: 
LP3ES,  1993,  211  pp.  +xxv.  Reviewed  by 
Pepih  Nugraha. 

SHOULD  the  Indonesian  Middle  Class 
materialise,  what  would  the  form  be 
like?  So  is  the  lively  debate  more  or 
less,  as  it  is  presented  in  the  book  Politik  Ke- 
las Menengah  Indonesia  [The  Politics  of 
Middle  Class  Indonesia],  edited  by  Richard 
Tanter  and  Kenneth  Young.  Based  on  a 
three  day  conference  at  Monash  University, 
1986,  the  book  which  is  titled  The  Politics  of 
Middle  Class  Indonesia  presents  a  number  of 
foreign  experts  on  Indonesia,  such  as  Daniel 
S.  Lev,  R.  William  Liddle,  H.W.  Dick, 
J.A.C.  Mackie,  Richard  Robinson,  besides 
Tanter  and  Young  themselves.  The  study  of 
the  Indonesian  middle  class  is  taken  to  be 
still  new,  and  so  is  the  origin  of  the  latter. 
Arief  Budiman,  for  example,  noted  at  a  con- 
ference in  Australia,  end  1992,  that  the  Indo- 
nesian middle  class  has  expanded,  in  line 
with  the  progress  of  the  New  Order  Govern- 
ment's economic  development.  In  the  same 
vein  as  Arief,  Daniel  S.  Lev  sets  the  limits 
for  the  presence  of  the  group  which  he  calls 
"burgeoisified"  and  which  has  also  set  up  a 


strong  base-camp  economy  since  the  New 
Order,  reportedly  started  spreading  in  the 
1950s. 

Not  only  its  origin  and  form  were  the 
topic  of  vivid  debate;  there  were  even  differ- 
ing opinions  about  its  name.  This  class  was 
often  referred  to  as  a  group  of  young  execu- 
tives, a  group  of  young  professionals,  a  mid- 
dle class,  or  yuppies-young  urban  profes- 
sionals, businessmen,  or  private  sector- 
oriented  scholars,  who  are  close  to  the  bu- 
reaucrats as  well  as  to  the  market,  over- 
confident of  their  own  ability,  with  a  bour- 
geois lifestyle,  which  is  found  in  large  cities, 
particularly  Jakarta,  as  they  w,ere  once  made 
a  subject  of  research  by  Mackie,  with  a  con- 
clusion drawn  by  Robison.  Even  so  Young, 
with  the  approach  he  developed,  also  noted  a 
middle  class  living  in  the  villages.  They  are 
generally  found  in  business  and  intellectual 
sectors. 

It  is  this  new  "group"  that  subsequently 
flew  the  banner  of  professionalism  with  a 
superior  "brand",  everything  being 
"more":  more  organised,  more  extrovert, 
more  rational,  more  empirical,  and  reported- 
ly even  more  secular.  And  again  in  terms  of 
the  name,  Daniel  S.  Lev  even  called  them 
"middle  group".  The  moot  point  is  from 
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what  plateau  had  they  hailed,  through  the 
artery  of  what  river  had  they  flown,  and  in 
what  way  had  they  converged  into  an  area 
which  was  later  called  the  "middle  class?" 

Can  the  Indonesian  middle  class  be  ex- 
pected to  become  a  kind  of  agent  of  change? 
It  is  probably  too  early  to  give  it  this  name, 
let  alone  put  it  on  a  par  with  that  of  the 
West.  The  Indonesian  middle  class  is  often 
branded  as  skeptical  towards  change,  not 
enough  involved  in  the  issue  of  human  rights 
and  humanity  and  also  having  a  not  too  clear 
political  orientation.  This  was  once  proved 
by  the  Kompas  daily  news  several  years  ago. 
Subsequently  it  was  included  as  a  separate 
chapter  in  this  book.  Why  should  it  be  thus? 
Because  this  group  is  often  referred  to  as  one 
which  has  never  been  rooted  in  Indonesian 
political  history.  As  a  group  that  was  noted 
to  come  into  being  after  the  birth  of  the  New 
Order,  evidently  their  existence  has  always 
been  supported  by  the  bureaucrats  and 
traders  (read:  business  men). 

Then  the  analysis  of  the  foreign  experts 
about  the  Indonesian  middle  class  uses 
various  approaches,  in  order  to  be  able  to 
reconstruct  its  form.  For  example,  the  con- 
temporary historical  approach,  and  the 
cultural  approach  known  earlier,  the  class 
analysis  approach  (Richard  Robinson),  the 
consumption  pattern  approach  (H.W. 
Dick),  or  the  economic  advantage  approach 
(Kenneth  Young).  Each  approach  has  its 
specific  strength  and  also  its  weakness.  The 
Indonesian  middle  class  (or  anywhere  for 
that  matter)  appears  to  be  connected  with  a 
certain  gender  namely  the  male  group. 

Perhaps  the  foreign  experts  are  merely 
involved  into  the  problem  of  determining  a 
more  appropriate  approach,  in  order  that 


they  may  catch  the  real  form  of  the  Indone- 
sian middle  class.  They  forget,  however,  and 
they  may  be  already  made  aware  of  a  deci- 
sively interesting  article  by  Susan  Abeyasa- 
kere,  who  questions  the  absence  of  etnic 
groups  and  gender. 

Abeyasakere  certainly  does  not  intend  to 
do  things  all  over  again  by  criticising:  why  is 
there  not  any  extreme  distinction  between 
the  ethnic  Chinese  middle  class  (Aswab 
Mahasin  declares  in  this  book  that  the 
Chinese  ethnic  group  has  to  be  excepted, 
without  mentioning  the  reasons  for  this), 
and  the  indigenous  people?  Why  are  wom- 
en never  touched  upon  in  every  discus- 
sion of  the  Indonesian  middle  class?  With 
the  modesty  and  the  wisdom  of  a  real  scien- 
tist, Abeyasakere  does  not  involve  herself  in 
this  middle  class  theory  by  approaching  it 
form  a  certain  side.  On  the  contrary,  she 
courageously  asks  and  keeps  asking  (and 
then  admits  not  to  have  the  answers  to  these 
questions)  about  the  role  of  the  women  in 
this  group.  This  is  scientific  honesty  one  can 
take  pride  in,  which  may  have  taunted  other 
foreign  experts,  as  they  are  preoccupied  with 
their  own  respective  approaches. 

The  book  has  been  duly  introduced  by 
Ariel  Heryanto,  while  the  introduction  has 
more  the  form  of  a  critical  review  than  just 
an  introduction.  This  book  also  includes 
writings  by  Abdurrahman  Wahid,  Aswab 
Mahasin  and  Mhd.  Slamet. 

Abdurrahman  Wahid  identifies  the 
changes  in  distinctive  features  of  the  middle 
class  types  among  Indonesian  Muslims  in  the 
hope  that  their  eventual  development  can  be 
predicted.  In  other  words,  Abdurrahman 
has  a  more  futuristic  attitude  in  looking  for 
this  middle  class. 

Referring  to  the  Kompas  daily  news  arti- 
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cle  Aswab  Mahasin  sees  that  most  likely  the 
Indonesian  middle  class  originates  from 
white  collar  families,  or  priyayi  (gentry)  ac- 
cording to  the  term.  Aswab  also  sees  a 
"bourgeosification"  among  the  children  of 
the  santris  (strict  observers  of  Islam)  or  a 


priyayisation  of  santris  on  the  basis  of  th ; 
legendary  triple  separation,  in  the  town  of 
Mojokuto  according  to  Clifford  Geertz.  As 
we  understand,  Geertz,  in  observing  socio- 
political development  and  changes  in  In- 
donesia, is  known  for  his  cultural  approach. 
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